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In nationally known gas appliances of all kinds today, Barber Burn 
units are being widely used as standard equipment. For over 30 yea 
Barber has been a leader in supplying such units—which are alway 





Assistas 


the heart of the appliance. Barber efficiency, adaptability, and combu 





tion principles have seldom if ever been equalled. We are equipped 





design and build the correct burner, with the proper jets, for any sp 
cific purpose, and for the type of gas to be used. On products whig® 


you recommend or sell, you will often find that the inclusion of a Barb 
Burner is a guide to the quality and efficiency of the appliance itse 


Our engineering and laboratory facilities are at your disposal. Write for latest 
Catalog on appliance burners, conversion burners, regulators, and controls 


THE BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, Oli 


BARBER BURNER 
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Every system, every machine on these pages is cutting 
costs right now in the offices of many public utilities. We 
know what the public utilities need—since for over 
fifty years we have been supplying those needs. The 
quickest, easiest way for you to utilize this fund of cost- 
cutting experience is to send for the free booklets listed 
here which interest you most—all of them if you like. 
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New—the Multi-Plan Bookkeeping Safe-Desk. Here 
is real, measurable economy for you in motion saved, 
time saved, space saved. This Safe-Desk provides space 
for your ledgers, cashier’s coupons, meter books, con- 
trols. And since it gives certified protection from fire at 
point-of-use . . . you need not transfer records at close of 
day. Ask for Booklet SC-661. Use coupon below. 


Efficient customer billing and bookkeeping begins with 
properly designed meter-reading forms. Remington Rand 
specialists can design forms, sheets, and binders that 
greatly simplify: 1. Recording of consumption by the 
meter reader ; 2. Recording of changes by the bookkeeper ; 
3. Visual pick-up of readings and consumption by the 
biller. Ask for Booklet LL-142. Use coupon below. 


The Customer Service Counter-Desk. It’s a 3 purpose 
unit . . . ideal for one and two clerk offices. Combines 
in one compact unit the necessary Cashier’s counter, Fire- 
resistive Safe, and Customer Contact Desk. Provides am- 
ple space for customer records, service orders, ledgers, 
meter books, etc., and protects them from fire 24 hours 
a day. Ask for Booklet SC-638. Use coupon below. 


alien F€careal the First Name in Business Systems 


Management Controls Library, Room 469, 315 Fourth Avenue, New York 10, New York 
Kindly send me at once, without obligation, each of the FREE Booklets checked. 

C sc-661 OC) LL-142 0 sc-638 C LL-199 (1 TM-217D 
Name Firm 
Address 
City Zone State 











Simplified Billing with Multi-Matic for the small util- 
ity office. Multi-Matic cuts clerical time in half. One writ- 
ing gives you bill . . . ledger . . . journal. The gain in 
accuracy is great: one writing . . . three copies .. . no 
transcription. Send for Booklet LL-199. Use the coupon. 


The Multi-Control Reproducing Punch. This “Robot 
of Punched-Card Accounting” brings increased speed to 
many operations hitherto performed by hand, or by other 
tabulating machines. As utilities use it in billing, it trans- 
fers information from master cards to matching detail 
cards . . . makes entries at the rate of 24,000 per hour! 
Write for Booklet TM-217D. Use the coupon. 


Copyright 1950 by Remington Rand Inc. 
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AST October the President of the 
United States approved a bill au- 
thorizing the Rural Electrification Ad- 
ministration to make loans for rural tele- 
phone service. Although passed by a 
heavy majority in both houses of Con- 
gress, the bill reached the President’s 
desk only after a mildly controversial 
period of change and revision in congres- 
sional committees. 


THESE changes, grafted upon original 
bills introduced by Senator Hill (Demo- 
crat, Alabama) and _ Representative 
Poage (Democrat, Texas), and others, 
contained some important language from 
the standpoint of the existing telephone 
companies. For one thing, “public agen- 
cies” were barred from obtaining loans. 
REA was prohibited from financing the 
duplication of facilities save under ex- 


ceptional conditions. And existing tele- 
phone organizations were given an ex- 
clusive preference for filing of loan ap- 
plications for a period of one year. 


THESE protective restrictions, not 
found in the basic Rural Electrification 
Act, were sought by representatives of 
the telephone industry as a protection 
against harmful competition and the in- 
trusion of public ownership in a utility 


JOHN P. CALLAHAN 
APR. 27, 1950 





CLAUDE R. WICKARD 


industry where it has not existed so far 
in the United States. 


How has the new law worked to date? 
Although REA has so far made only a 
few loan allocations, much progress has 
been noted in setting up, within the ad- 
ministration, entirely new machinery as 
distinguished from the well-established 
rural electrification program. In this is- 
sue, we are fortunate in being able to 
present to our readers the informal com- 
ments of the Federal official charged with 
the responsibility of administering this 
law. The opening article, entitled “The 
REA Program for Rural Telephone 
Loans,” throws a-clear light on the tasks 
which REA has been commissioned to 
perform by Congress. 


LAUDE R. WicKarp, author of this 

leading article, was born in Carroll 
county, Indiana, on February 28, 1893, 
on the farm which has been in the Wick- 
ard family for more than a hundred years. 
After graduating from Purdue Univer- 
sity (15), WicKarp started right in 
farming and succeeded so well that he 
was eventually selected “Master Farmer 
of Indiana” in 1927. He entered public 
life as a member of the Indiana state 
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Has your financing program 
kept pace with the times? 


®@ Quite a change from the stately 
old windmill to a modern power 
plant. And from the capital markets 
of former years to those of today. 

Has your organization a com- 
prehensive program geared to 
present-day financial conditions? 
Are your financing methods and 
your approach to the financial 


community keeping up-to-date? 

If you would like to discuss these 
questions or others in connection 
with your business, the specialists 
in our Public Utilities Department 
will welcome the opportunity. 
They are fully qualified to give 
the expert guidance which may 
be of assistance to you. 


IRVING GRusT 


ONE WALL STREET 
Capital Funds over $118,000,000 


NEW YORE 15, N.Y. 
Total Resources over $1,100,000,000 


Wittram N. Enstrom, Chairman of the Board 
Ricwarp H. West, President 


Public Utilities Department 
Tom P. Watker—Vice President in Charge 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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senate in 1933 and soon thereafter be- 
came very active in the promotion of 
various aspects of the Agricultural Ad- 
justment Administration (AAA), of 
which he was made director of the north- 
central division. Mr. WICKARD came to 
Washington in 1940 as Under Secretary 
of Agriculture, and succeeded to the top 
Cabinet position of that department in 
the same year. He served throughout 
World War II as Secretary of Agricul- 
ture and took his present post in 1945. 


x* * * * 


Wi emphasis these days on the 


importance of financing to take 
care of necessary plant expansion of the 
public utility industries, we have been 
following closely various discussions on 
the effect of inflation on this situation. 
Now that production has caught up with 
consumer demand in many industrial 
lines, there are a few bare edges of an 
unemployment margin showing here and 
there in our economic system. The ques- 
tion of a possible eventual deflationary 
influence sues for attention. 


SEVERAL weeks ago a speaker before 
the Bond Club of Detroit made the in- 
teresting suggestion that utility indus- 
tries might benefit rather than be injured, 
profitwise, by some decline in industrial 
activity, by very reason of the fact that 
it would retard the inflationary spiral. 
This view assumes that improved effi- 
ciency, both from labor and new equip- 


ERNEST R. ABRAMS 
APR. 27, 1950 


ment, would offset, to a large extent, any 
declines in industrial sales. It also as- 
sumes, of course, that the domestic and 
commercial gas and electric load in the 
United States will continue to rise. 


In this issue we present two featug 
articles dealing with some allied phases 
of this aspect of public utility financing. 
One of these, beginning on page 537, en- 
titled “Utility Financing Begins at 
Home,” is an account of how one utility 
company turned over to a specialist a 
program for selling company shares to 
its own customers and others in its own 
state. JoHN P. CALLAHAN, utility news 
writer of The New York Times, tells 
how a healthy growth of grass-roots 
ownership was the pleasing result. 


On page 542, under the title “Why 
Life Insurance Companies Buy Natural 
Gas Pipe-line Bonds,” Ernest R. 
AsraAMs, New York author of business 
and economic articles, has endeavored to 
determine whether the record natural gas 
expansion program now going on all over 
the United States has a sound founda- 
tion. He has made a comparative cost 
analysis of natural gas, coal, and fuel oil. 
He has weighed the financing, credit, 
and regulation factors. The resulting pic- 
ture should interest not only those con- 
nected with the natural gas industry, but 
all concerned with similar problems of 
utility plant financing. 


* * * * 


N the preceding issue (April 13th) of 

this magazine, we presented the first 
instalment of a 2-part series of an article 
on the question of whether the New Jer- 
sey Rate Adjustment Plan would: work 
during an era of economic change. In 
this issue, beginning page 549, we pre- 
sent the second part of this series by J. 
Ruoaps Foster, who had a substantial 
part to play in drafting the original New 
Jersey plan. 


THE next number of this magazine 
will be out May 11th. 


A, Chitin 
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Where are your consumers headed? 


x 
yor of your consumers’ usage data 
now might prove most valuable. 


Such an analysis may disclose certain trends 
that may be very helpful in planning your 
rate and promotional programs. 


Instead of having consumer usage data pre- 
pared in your own offices, however, call in 
the Recording and Statistical Corporation to 
do the work for you. For very good reasons, 
too: 


We can analyze your bills in 14 the usual time 
... and at approximately 14 the cost of having 
them done in your offices by your own com- 
petent people. 


Our trained personnel can analyze as many 
as 200,000 bills a day for you by employing 
electro-mechanical equipment designed espe- 
cially for this type of work. 


Send for FREE, helpful booklet 


“The One Step Method of Bill Analysis” is 
an informative booklet that tells you more 
about this accurate and economical method of 
compiling consumers’ usage data. May we 
send you a copy? 


This Bill Frequency Analyzer—developed especially for 
utility usage data—automatically classifies and adds 
in 300 registers in one step. 


RECORDING AND STATISTICAL CORPORATION 


100 Sixth Avenue 


New York 13, N. Y. 
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Coming IN THE NEXT ISSUE 


* 
FEDERAL POLICY AND FUEL MARKETS 


Under fair competitive conditions, will natural gas and oil prices come into 
balance both as to production and consuming markets? Here is a straight- 
forward analysis by a consulting engineer of national reputation on the 
superiority a potest competitive forces in bringing about a fuel economy 
more conducive to public interest than any artificial ‘benefits’ that might 
result from complete government control of fuel markets. Edward Falck 
of Washington, D. C., wartime head of the old Office of War Utilities, 
gives his reasons why the decision as to which fuel to use should be left to 
the consumer. His article is a cogent reason for justifying a policy of ''con- 
sumer choice." 


STRONGER OPPOSITION TO UTILITY SOCIALIZATION 


Has the confusion of national and international postwar problems obscured 
the basic fact that public opinion in this country, as well as abroad, is turn- 
ing right? Recent elections in Australia, New Zealand, Great Britain, and 
elsewhere seem to suggest the underlying reversal of the broad trend to- 
wards nationalization of industries which characterized the early postwar 
period. Alfred M. Cooper, author of business articles, has taken some 
soundings of shifting sentiment on the specific question of utility socializa- 
tion which should give all those interested in the subject reasons for pause. 


FLY ASH DISPOSAL—HOW TO BE OPTIMISTIC THOUGH VEXED! 


Utilities, long irked by small particle residues resulting from combustion of 
solid fuels, have a chance of redress in this new disposal of the accumulated 
by-product. Fly ash, as such matter is popularly termed, can be put to work 
at a surprising number of worth-while jobs. The author, Howard J. Carswell 
of the Bituminous Coal Institute, introduces the word "pozzolan" to the 
lexicon of engineering—in connection with coal-consuming power plant 
operations. For the origin of this word he takes us back through the cen- 
turies, citing an interesting prototype put to man's purposes in the heyday 
of an earlier civilization. 


IS FREE TROUBLE SHOOTING AN OPPORTUNITY? 


The author of this article, James H. Collins, well-known business editor and 
author of California, had some trouble with his gas stove. The troubles had 
to come during the preparation of a Thanksgiving Day dinner with a house 
full of guests. What happened to his complaint and request for emergency 
service and what is happening daily to thousands of other similar requests 
gives us a down-to-earth picture mf public service performance at its best. 


* 


A | SO .. . Special financial news, digests, and interpretations of court and com- 
mission decisions, general news happenings, reviews, Washington gossip, 
and other features of interest to public utility regulators, companies, 
executives, financial experts, employees, investors, and others. 
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This announcement is not an offer of securities for sale or a solicitation of an offer to buy securities. 






245,708 Shares 
Mississippi River Fuel Corporation 






Common Capital Stock 
Par Value $10 per share 









Subscription warrants evidencing rights to subscribe for these shares have been 
issued by the Corporation to holders of its Common Capital Stock, which 
warrants expire at 3 o’clock P.M., Eastern Standard Time, April 24, 1950, as is 
more fully set forth in the Prospectus. Any shares which shall not be subscribed 
for may hereafter be offered by the underwriters as set forth in the Prospectus. 













Subscription Price to Warrant Holders 


$34.00 per Share 






Copies of the Prospectus may be obtained from such of the several underwriters, 
including the undersigned, as may legally offer these securities in 
compliance with the securities laws of the respective States. 









Union Securities Corporation 






Stone & Webster Securities Corporation White, Weld & Co. 
A. C. Allyn and Company Equitable Securities Corporation 






Carl M. Loeb, Rhoades & Co. 
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“There never was in the world two opinions alike.” 


Emit SCHRAM 
President, New York Stock 
Exchange. 


Eric JOHNSTON 
President, Motion Picture 
Association of America. 


Joun Foster DULLES 
Former U. S. Senator from 
New York. 


Epiror1AL STATEMENT 
The Wall Street Journal. 


Harry A. BULLIS 
Chairman of the board, General 
Mills, Inc. 


Eprror1AL STATEMENT 
Chicago Daily Tribune. 


H. P. Rusx 
Dean, University of Illinois 
College of Agriculture. 


APR. 27, 1950 


—MONTAIGNE 





“When electric utility companies have to pay 7 and 8 
per cent for their common stock funds in an easy money 
market] I hesitate to think of this as the world’s great 
capital center. Funds are running to cover.” 


5 


“In the years ahead, in my opinion, the inevitable trend 
will be toward bigger business, bigger government, bigger 
labor, bigger agriculture. This country is big and getting 
bigger all the time.” 


> 


“TThere] is no illusion greater than that labor is going 
to maintain its rights and freedoms by making a central 
government all powerful. Once labor falls for that, it 
quickly sees that its own rights and privileges are taken 
away.” 


* 


“Every Federal officeholder and deputy do-gooder is 
in favor of simplifying the executive establishment and 
rendering it less expensive, so long as his own agency 
is not touched. If anyone suggests that his office might 
be eliminated it comes close to treason.” 


> 


“Few persons realize that industry pays to employees 
amounts from seven to ten times as great as earnings. 
Still fewer realize that stockholders often do not receive 
all these earnings as dividends, that vast sums are plowed 
back to make for still greater business achievement.” 


* 


“The Atomic Energy Commission represents state own- 
ership and control of a key area in technology and its 
operations may be regarded as the pilot model for the 
kind of social and economic organization which Mr. Tru- 
man would like to see generally extended into all phases 
of the national life.” 


* 


“Not enough research is being done on new farm uses 
or on appliances that would encourage new uses of elec- 
tricity on farm jobs. The big job ahead . . . is to find 
and develop new ways of making electricity contribute 
to labor efficiency, reduced cost of farm operations, and 
higher living standards.” 


12 
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"MIDDLE-WEIGHT" 
GMC SIX WHEELERS 




















Bringing the Advantages of Dual Drive 
Design to Many More Truck Operators 


Here’s welcome news for municipalities, public 
utilities operators and other truck users who need 
trucks that combine great tractive ability with low 
gross vehicle weight. 

























These new GMC series ‘*400” and ‘‘620”’ 6-wheelers 24,000 and 32 000 
answer every requirement of these vocations. In Pounds G 3 

the bargain they give you the plus values of GMC e Vw 
engineering and design . . . in powerful valve-in- 


head engines that are basically the same as ‘“‘thé 
Army’s Workhorse’”’. . . in modern, wide-vision, 
extra comfort cabs . . . in rugged, truck-built 
chassis that include such outstanding features as 
wholly new, high efficiency dual drive axles, 
bumper bar grilles, recirculating ball bearing 
steering, Syncro-Mesh transmissions, frames of 
11.1 and 16.03 section modulus. 


These new GMCs offer a long-desired lower cost 
way of hauling big loads, on or off the roads. Let 
your GMC dealer give you the highly acceptable 
facts and figures for your particular job. 


GMC TRUCK & COACH DIVISION © GENERAL MOTORS CORPORATION 
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14 REMARKABLE REMARKS—( Continued) 


Hatton W. SuMNERS 
Former U. S. Representative 
from Texas. 


Oscar R. Ew1nc 
Administrator, Federal Security 
Agency. 


Dwicut B. BILLincs 
Controller and assistant treasurer, 
Pacific Mills. 


WiuiaM B. GIVEN, Jr. 
President, American Brake Shoe 
Company. 


Howarp B. Fonpa 
Senior vice president, Burroughs 
Wellcome & Company, Inc. 


Eart O. SHREVE 
Former president, Chamber of 
Commerce of the United States. 
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“This idea that you can be rocked to sleep by a bureau- 
cratic government and still remain free is just plain fool- 
ish. Haven’t we got sense enough to know every time we 
send money up to Washington the politicians must take 
their cut out of it?” 


* 


“Much of our American idea of equality of opportunity 
is still just a dream. There are many, many reactionaries 
in our midst who are still, in their own selfish interests, 
trying to fight this philosophy. They talk with horror 
of the ‘welfare state’ and seek to give the impression that 
an attempt is being made to spoon feed the entire popu- 
lation. Nothing could be farther from the truth.” 


> 


“In order to provide the funds to finance higher inven- 
tories and to carry out our program of modernization, 
additional capital had to come from some source, We have 
consistently believed that the sound way to acquire this 
additional capital when possible was through the reinvest- 
ment of profits. This, I firmly believe, is the way by which 
the United States has prospered and grown strong.” 


> 


“The management of a business has no inherent rights 
other than those it continues to earn for dtself year by 
year, through demonstrating its ability. It must select, 
train, and develop management people to cope with the 
political, social, and technical changes which face us 
today. This is the true criterion of its ability. One of the 
most important factors in the development of people is 
the realization by the individual that if he does a good 
job, it will be recognized.” 

* 


“Many of us are indulging in a lot of unwarranted 
jitters. ... It must be remembered that we have an economy 
and a standard of living of our own choice. There is a 
surplus in our pockets, bank accounts, and other assets. 
As individuals we have the right to preserve or dissipate 
these assets. If we are stupid we will dissipate these assets 
and thus create trouble. Most of our trouble will be born 
of stupidity and fear. If we are courageous we should 
have no fears for the future.” 


* 


“The country is underinvested. Federal fiscal policies 
have resulted in overproduction of money . . . and under- 
investment of capital. Tens of billions of dollars in new 
investment are needed in manufacturing industry .. . 
public utilities . . . oil and gas pipelines . . . transporta- 
tion . . . construction . . . services of various kinds. It 
is time to plant more seeds of enterprise . . . so that there 
will be a harvest of jobs and goods for the nation’s 
growing population . . . so that America can fulfill its 
réle as the stronghold of Western freedom.” 
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(0001000 kilovars 
prove you can depend on 
‘| General Electric Capacitors 


; Mone than 10,000,000 kvar of General 
Electric capacitors are in service today! 

Some have been supplying kilovars for 20 
years. Among them are the first capacitors 
; to be filled with a non-flammable liquid 
dielectric; the first capacitors with deep- 
drawn steel containers; the first capacitors 
to have welded-on glass bushings, the first 
capacitors to be rated 15-kvar, and the 
first to be rated 25-kvar. 
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Today’s G-E power capacitors are the 
smallest in size and lightest in weight of 
any that we know of on the market. Their 
welded seal is permanent— physically the 
strongest. Their finish is a modified Glyp- All in all, we believe 
tal® alkyd resin—with the durability,color they’re the best capacitors 
retention, and low moisture absorption we've ever built. And you 
that has established such an enviable repu- cam buy them today for the 


tation on Spirakore® transformers. lowest price per kvar in his- 
tory. Apparatus Dept., 


General Electric Company, 
Schenectady 5, N. Y. 





GENERAL (6) ELECTRIC 
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ride of the Public Servicé]. 


uses 


FOSTER WHEELER SINGLE-PASS 
CROSS-FLOW CONDENSER 


FOSTER WHEELER CORPORATION + 165 





455,000 KW CAPACITY BY ‘51 The Seware 
Generating Station of the Public Service Electric and 
Gas Company marks a new high in power eg 
Three 110,000 kw generating units are now in operation a 
with the addition of another 125,000 kw unit, the station wil 
have an installed capacity of 455,000 kw. The station embodie 
many new ideas and is the first to be designed for operation a 
a steam temperature of 1050 F at high pressure. 
THREE CONDENSERS IN OPERATION —ONE ON ORDER 
All condensers in the Sewaren Generating Station were designed and 
yp built by Foster Wheeler. Three are in operation and a fourth is on ord 
They are of the single-pass, surface-type with divided water boxes, arrange¢ 
with bottom inlet and outlet water connections. Deaeration of all condensate i 
accomplished in the deaerating hotwells. With the addition of the fourth unit a 
Sewaren, there will be a total of nine large Foster Wheeler condensers in operatio 
in the electric system of the Public Service Electric and Gas Company. 
Other Foster Wheeler equipment presently in operation at Sewaren includes nine ba 
mill pulverizers and twelve high pressure and three low pressure feedwater heaters and 
two single effect evaporators, the latter equipment being part of the eight-stage 
water heating cycle which is in use in this country only in Public Service stations. 


YORK 6, N. Y. FOSTER (7) WHEELER 
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How do your employees 
WANT to invest their savings? 


People are more than twice as inclined 
to invest their extra money in Savings 
Bonds as in any other form of savings 
or investment, according to the 1949 
Survey of Consumer Finances.* That’s 
adequate proof that your employees 
want your company to have the Payroll 
Savings Plan, by which they obtain 
bonds regularly and “automatically”— 
delivered with their pay checks. 

More than 20,000 companies operate 
Payroll Savings. They report benefits in 
improved worker efficiency and stability. 
They know, too, that Payroll Savings 


boosts Bond sales, and Bond sales create 
a huge backlog of purchasing power— 
“business insurance’ for the years ahead. 
Of course every Bond buyer builds fi- 
nancial independence because his Bonds 
at maturity will return $4 for every $3 
he invests. 

For help in installing Payroll Savings, 
call your State Director, Savings Bonds 
Division, U. S. Treasury Department. 
*Sponsored by the Board of Governors of the 
Federal Reserve System and conducted by the 
University of Michigan. Based on 3500 inter- 
views in 66 sampling areas throughout the 
nation. 


The Treasury Department acknowledges with appreciation the publication of this message by 
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Little blocks, say 2’ x 4’ x 8”, don’t pile up very 
fast. 


We hang walls up in sizable panels. 


And that is an easy way to understand why 
Robertson’s real product is time. 


We make walls that are hung in place. We make 
them complete with insulation when the panels 
are delivered. We engineer them piece by piece 
in advance at the factory. We put expert crews on 
the job to place them. 


We make time, now, when time is the essence. 
We save days and weeks in finishing a building 
for use, because years have been put into the 


development of these unique skills. 


Quick is the word we practice. 


H. H. ROBERTSON CO., 


2424 Formers Bank Building 
Pittsburgh 22, Peansylvenia 


PITTSBURGH, 


really make 


Q-Panels are fabricated ftom Galbestos, alumi- 
num, stainless steel, galvanized and black steel 
ip lengths up to 25'. . 


Q-Panels, 3" in depth with 1%" of incombusti- 
ble insulation, have a thermal insulation value 
superior to that of a 12" dry masonry wall with 
firred plaster interior. A single Q-Panel with an 
area of 50 sq. ft. can be erected in nine minutes 
with a crew of only five men, and twenty-five 
workmen have erected as much as an acre of wall 
in three days. 


Q-Panel construction is quick, dry, cfeen. ond 


offers an interesting medium of architectur 
expression. 


PA. 


Offices in 50 Principal Cities 
World-Wide Building Service 
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Brand NEW! Another Dodge First! 
LUID DRIVE...for TRUCKS 


Greater smoothness...longer life! 








One of the great engineering achieve- 
ments of all time is now available on 
trucks. 


The achievement is gyrol FLUID DRIVE. 
The trucks are Dodge “Job-Rated” %- 
ton, 34-ton and 1-ton models. 


Smooth operation . . . nothing like it in 
other trucks . . . can now be yours. Why? 
Because power is transmitted by fluid 
—not by a rigid mechanical connection. 


New truck economy —another result of 
FLUID DRIVE’S cushioned operation— 
means big savings to you: 1. In reduced 





wear of vital parts. . . . 2. In lower service 
expense. . . . 3. In more mileage from 
tires. . . . 4. In longer truck life! 


Note in the illustration above how gyrol 
Fluid Drive works for you. 


See your Dodge Dealer. Ask him to 
demonstrate a FLUID DRIVE Dodge 
“‘Job-Rated”’ truck. Feel the difference. . . 
the smooth power of Fluid Drive; the 
amazing ease of shifting. 


Remember—the many advantages of 
gyrol Fluid Drive are available only on 
Dodge ‘“‘Job-Rated”’ trucks. 


For low-cost transportation...switch to 


DODGE VJob-Rated TRUCKS 
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4 Maryland-Delaware Water and Sewerage Association begins meeting, Cumberland, Md., 











§ Public Information Program begins one-day national meeting, Chicago, Iil., 1950. 








§ Indiana Gas Association ends annual meeting, French Lick, Ind., 1950. 








§ American Institute of Electrical Engineers will hold Great Lakes district meeting, 
Jackson, Mich., May 11, 12, 1950. 





@ May 


e 








* 


Chamber of Commerce of the United States begins annual meeting, Washington, D. C., 
1950. 












































2 Te § Third Inter-American Congress of Municipalities begins meeting, New Orleans, &) 
La., 1950. 
3 W | { Indiana Telephone Association begins convention, Indianapolis, Ind., 1950. 
§ Missouri Association of Public Utilities begins meeting, Joplin, Mo., 1950. 
4 T* | ¥ New York State Society of Professional Engrs. begins meeting, New York, N. Y., 1950. 
G Oklahoma Utilities Association begins annual convention, Oklahoma City, Okla., 1950. 
—— | 
F § American Society of Civil Engineers begins Pacific Northwest conference, Tacoma, 
5 Wash., 1950. 
6 S¢ { American Water Works Association, Pacific Northwest Section, will hold annual 
meeting, Tacoma, Wash., May 11—13, 1950. 
7 S gq U.S. Conference of Mayors will be held, New York, N. Y., May 11-13, 1950. 
M 4 Pennsylvania Independent Telephone Association begin annual convention, € 
Pittsburgh, Pa., 1950. 
T* { American Gas Association, Natural Gas Department, ends spring meeting, Tulsa, Okla., 
1950. 
4 New Jersey Utilities Association will hold annual spring conference, Absecon, N. J., 
10| W May 2, 1950. 
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The REA Program for Rural 


Telephone Loans 


An analysis of the outlook for bringing rural tele- 

phone service to the farms of America through 

Federal financing under the recently enacted amend- 
ment to the Rural Electrification Act. 


By CLAUDE R. WICKARD* 
ADMINISTRATOR, RURAL ELECTRIFICATION ADMINISTRATION 


EA is now in the business of 
BI eonsing rural telephone serv- 
ice. Leaders of the telephone in- 
dustry have expressed the view that 
whether they approve or disapprove 
of this development, it is now the law 
and that, therefore, they will submerge 
their past personal feelings in an hon- 
est effort to make the new program 
successful. 
We in REA know that this attitude 


_ 


*For personal note, see “Pages with the 


Editors. 
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will continue to be helpful to us in the 
future as it has in the past three 
months. For among my first callers 
after the telephone program was ap- 
proved were top representatives of the 
Bell system and of the United States 
Independent Telephone Association, 
and we had long talks from which we 
at REA gained a great deal of helpful 
information. 

No program requiring codperation 
can ever be very successful unless there 
is a full understanding of the facts 
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and ideas on the part of all. For that 
reason especially, I welcome this op- 
portunity to use this magazine to reach 
industry leaders. 

The action of Congress, in amend- 
ing the basic Rural Electrification Act 
of 1936 by adding a new title cover- 
ing loans for rural telephone service, 
is both a compliment and a challenge. 
Congress’ action recognizes the effec- 
tiveness of the REA pattern during 
the last fifteen years in the field of 
rural electrification. At the same time, 
by applying the pattern to a new task, 
Congress is putting it to a test that 
promises to be as difficult as any so far 
encountered. 


ig me start by stating that we know 
that rural telephone service and 
its problems are considerably different 
from rural electrification and its prob- 
lems. Telephone leaders have told us 
and the Congress that this is so, and 
our initial studies confirm it. Conse- 
quently, we are going into the new 
program with open minds, determined 
to develop the best approaches possi- 
ble in carrying out the purposes of the 
telephone legislation. 

To get a better picture of the rural 
telephone loan program, let us take a 
look at what goes to make up the REA 
pattern. Basically five elements are 
involved : 


1. There must be a need. 

2. Filling that need must promote 
the general welfare. 

3. The action program must involve 
loans, not grants nor government op- 
eration. 

4. The benefits of the government 
aid must be made available widely— 
on an area coverage basis instead of 
to only the more lucrative sections. 

5. Filling the need must be accom- 


APR. 27, 1950 


plished within the framework of free 
enterprise and democracy. 


It is evident that the Congress 
wishes the rural telephone program to 
fit that pattern. 

On the first point, the existence of 
a need, there was substantial disagree. 
ment during the discussion that pre 
ceded enactment of the new law. Of 
the fact that more than half of the 
nation’s farms do not have telephones, 
or that perhaps half of the present 
farm telephones give unsatisfactory 
service, there was little dispute. In this 
respect we are no better off now than 
in 1920, a situation, incidentally, 
which most people including farmers 
find it difficult to understand. 

The main difference of opinion was 
on the willingness and ability of the 
telephone industry to effect an im- 
provement. In the final analysis, the 
fact that there are relatively few farms 
with telephones after several decades 
of effort was eloquent on this point. 
Statistics of postwar improvement re- 
veal that more suburban and fill-in 
operations were undertaken than strik- 
ing out into typical farming sections, 
however. 


Ov the second point, there was uni- 
formity of agreement. The farm- 
ers certainly need modern telephone 
service, not only in their social con- 
tacts but also, more important, as a 
business aid and as an emergency safe- 
guard. In addition, of course, expan- 
sion of rural service is of no little sig- 
nificance to the businessmen on Main 
Street as well as in the larger urban 
centers. 

On the third point, that the program 
should be one of loans, there was uni- 
versal agreement. There may have 
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been some misunderstanding on this 
point, however, and I will return to it 
in more detail later. 

The same is true in regard to the 
necessity for area coverage. There was 
no disagreement in principle, but some 
misunderstanding and some doubt of 
the practicability of area coverage in 
the field of rural telephone service. 
More on this point later, also. 

A great deal of discussion centered 
on point five, which specifies that the 
program operates within the frame- 
work of free enterprise and democra- 
cy. Those opposed to the legislation 
said it couldn’t be done, and those in 
favor said it could be done. The dis- 
cussion turned on two main questions. 
One was the extent to which borrow- 
ers would have a free hand in running 
their own businesses. The other was 
the question of whether or not the pro- 
gram would socialize the telephone 
business. 

In regard to the first of these two 
questions I believe a fair examination 
of REA lending practice will reveal 
that REA asks no more of its borrow- 
ers than any prudent banking agency, 
public or private, does under similar 
circumstances. 

As a possible comfort to those who 
may still have some worries on this 
score, let me state that one of the wit- 
nesses favoring the rural telephone 
legislation was a man who, as presi- 


dent of a small Illinois power com- 
pany, had obtained an REA loan in 
the early days of our program. Appar- 
ently he had suffered no interference 
with running his business the way he 
wanted to run it, for he seemed 
anxious to borrow for the telephone 
system he now heads. 


EA does, of course, have loan re- 
quirements that have to be met 
since the law specifies, first, that area 
coverage is to be promoted by the loan 
program and, second, that the loans 
must be self-liquidating. If these re- 
quirements were not part of the pro- 
gram, the borrowers obviously would 
have a much freer hand, but then the 
program’s character would be changed 
to one of limited service and doubtful 
security which, as far as I know, no 
one has proposed. 

A great deal of the opposition to 
the telephone legislation was based on 
the fear that it would somehow in- 
volve Socialism. I do not see how this 
is possible. In the first place, the tele- 
phone law does not authorize REA to 
go into the telephone business, but to 
make loans to private “persons” or 
organizations so that they can expand 
and improve rural service. Conse- 
quently, instead of putting the govern- 
ment in business—which is my under- 
standing of what is meant by Social- 
ism—the program in fact does just 


% 


was based on the fear that it would somehow involve So- 


q “A GREAT deal of the opposition to the telephone legislation 


cialism. I do not see how this ts possible. . 


. . instead of 


putting the government in business—which is my under- 
standing of what is meant by Socialism—the program in 
fact does just the opposite by strengthening the hand of 
free enterprise.” 
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the opposite by strengthening the hand 
of free enterprise. 

Against that background discussion 
of the REA pattern, let’s look at the 
provisions of the law, and then at the 
REA policies as we have endeavored 
to establish them. 

The law provides that REA may 
make loans to improve or extend rural 
telephone service. The loans bear 2 
per cent interest and must be repaid 
over a maximum of thirty-five years. 
Any unit qualified under state laws to 
operate a telephone system, except a 
public body, is eligible to borrow. Ex- 
isting companies—commercial or non- 
profit—and new nonprofit groups have 
preference, and during the first year 
an application from an existing com- 
pany must be acted on before an ap- 
plication from anyone else to extend 
service to substantially the same sub- 
scribers can be approved. 


| earn may be used to improve or ex- 
tend rural service. Up to 40 per 
cent of any loan may be used for re- 
financing, if the result of the refinanc- 
ing would be rural service improve- 
ment or extension. We can make loans 
to finance acquisition by one company 
of the properties of another, if neces- 
sary to provide more or better rural 
service. While we cannot finance con- 
solidations as such, the resultant com- 
pany would be eligible to borrow to 
improve or extend the consolidated 
system. 

If any approval from a state regu- 
latory agency is necessary, it must be 
obtained before we can approve a loan. 
1f not, I must have information from 
which I can certify that no duplica- 
tion of facilities providing reasonably 
adequate service will result. 
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Loans can be made to extend or 
improve service to people in rural 
areas. “Rural areas” are defined in the 
law as areas “not included within the 
boundaries of any incorporated or un- 
incorporated city, village, or borough 
having a population in excess of 1,500 
inhabitants.” The financing of facili- 
ties in a town larger than 1,500 can be 
undertaken by REA only if it is neces- 
sary to provide better rural service. 

The law covers a lot of subjects, but 
it is not long nor complicated. We 
would be glad to send a copy of the 
law, as well as a booklet with a non- 
technical explanation of it quoting 
from the conference committee report, 
to anyone who asks for it. 


O™ of the most important provi- 
sions of the law directs the Ad- 
ministrator to make loans in such a 
way as “to assure the availability of 
adequate telephone service to the wid- 
est practicable number of rural users 
of such service.” This brings up the 
question of what we mean by area 
coverage, and what the law demands. 
The intention of Congress in this 
regard is abundantly clear. In its 
unanimous report favoring adoption 
of the telephone loan program, the 
Committee on Agriculture of the 
House of Representatives said: 
The key to adequate rural telephone 
service is area coverage. This means 
planning, financing, and constructing 
a rural telephone system so that serv- 
ice will be available to all the subscrib- 
ers within the company’s area who 
want it, whether the installation and 
operation of their particular telephone 
will be profitable or not. In other 
words, it means planning and build- 
ing the entire area system as a unit 
rather than following the prevailing 
practice of telephone companies of 
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Area Coverage Required for Rural Phone Service 


ée¢ ELEPHONE loan applicants must give evidence that they can and 

will make telephone service available to everyone in their service 

area. If the initial loan does not provide service or definite plans for 

service for the entire area, it must cover at least a proportionate share 
of the less profitable territory.” 





building lines where business is most 
profitable, establishing a rate structure 
on that profitable business, and then 
either refusing to extend lines into un- 
profitable areas or requiring the con- 
sumer to bear the expense of such lines. 


A city telephone system may have 
many individual telephones which do 
not pay their own way. Yet under the 
franchise provisions, and as a matter 
of public protection, the universal pol- 
icy in urban areas is area coverage. We 
think people in rural areas are entitled 
to the same treatment. 

Telephone loan applicants must give 
evidence that they can and will make 
telephone service available to everyone 
in their service area. If the initial loan 
does not provide service or definite 
plans for service for the entire area, 
it must cover at least a proportionate 
share of the less profitable territory. 


A essential part of area coverage 
plan is providing service at uni- 
form rates to each subscriber in each 
class of subscribers, regardless of the 
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location of the subscriber in the serv- 
ice area. 

The first-class mail service provides 
a ready illustration. Anybody in the 
United States can send a letter to any- 
body else here, no matter how far 
away, for three cents. Obviously some 
letters cost more than three cents to 
handle. But some of them cost less 
than that, so the government shows 
an over-all profit on this class of serv- 
ice. The profit from handling a letter 
going just a few miles is used to meet 
the slight loss in sending one a couple 
of thousand miles. 

We do not believe that this area 
coverage requirement is going to be as 
difficult to meet as some of the doubt- 
ers would imply. We could not, and 
would not if we could, require a com- 
pany to borrow money for an under- 
taking which would make its business 
a losing one. I must certify, on approv- 
ing a loan, that it will be paid back 
during the term specified. The only 
place we can look for repayment is to 
the net revenues of the borrower. 
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In any event, please bear in mind 
that the area coverage requirement is 
not an administrative ruling, which 
we might change or relax in a specific 
case. On the contrary, it is written into 
the basic law under which we operate. 
I have no power—and I might add no 
will—to do anything about it except 
obey it. 

The Congress’ forthright statement 
of policy does seem to make clear that 
first and foremost the program was 
set up for the benefit of rural people 
in need of adequate communication. 
That the program will be of help to a 
great many rural telephone businesses 
—while this is not the primary pur- 
pose of the legislation—is nevertheless 
an important factor in the national 
business economy. 


W: will not make 100 per cent 


loans, as we do in electrification. 
The borrower will be required to fur- 
nish some of the capital because of 
the greater risk involved. 

There are several reasons for this. 
An important reason is the fact a 
power consumer once getting service 
is likely to keep right on taking it de- 
spite the ups and downs of the busi- 
ness cycle. 

When a farmer gets power, he not 
only invests several hundred dollars 
in wiring and appliances which are 
useless to him if he lets his power 


be disconnected, but frequently he 
changes his farming so that neither he 
nor his livestock can get along with- 
out it. Consumption per power con- 
sumer continues to increase as he takes 
service for longer periods and this too 
is an important factor in the security 
of the system servicing him. 


“7 Bem are different. On the 
one hand, as the use of phones in- 
creases so do the operating costs in 
practically the same ratio. On the 
other hand, there appears to be more 
of a tendency to discontinue service 
in times of financial stress. 

To arrive at the amount of equity 
we will require from the borrower, we 
weigh carefully a variety of factors 
that have a bearing on the loan 
security. 

We hope to have qualified people 
inspect each existing property, talk to 
local leaders, and in general get first- 
hand information on which we can 
base a decision. 

In closing I wish to make it plain 
that we in REA think it is our re- 
sponsibility to help the widest prac- 
ticable number of rural users obtain 
adequate telephone service in the most 
economical and efficient manner under 
a self-liquidating loan program. We 
will welcome any constructive sugges- 
tions which will enable us more effec- 
tively to discharge this responsibility. 





ce 


s a matter of fact, planning such things as continuous 


full employment is not difficult. Russia today has 
achieved full employment, as it proudly boasts. Germany 
achieved it after 1933. The secret of their ‘success’ is that there 
was no confusion about the connection between that kind of 
government planning and government control.” 
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—EDITORIAL STATEMENT, 
The Wall Street Journal. 
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Utility Financing Begins at Home 


An account of how one utility company turned over 

to a specialist, a program for selling company shares 

to its own customers and others in its own state. A 

healthy growth of grass-roots ownership was the 
pleasing result. 


By JOHN P. CALLAHAN* 


ot long ago, a skeptical but 
N curious Montana laborer, ac- 
companied by his wife, walked 
into the Finlen hotel where the Butte, 
Montana, offices of a leading invest- 
ment banking concern are located. He 
plunked down $9,187.50 in cash for 
500 shares of the common stock of 
the Montana Power Company. While 
the manager of the office counted the 
money—twenties and fives in bills, 
87 silver dollars, and a 50-cent piece 
—he observed, with a sense of im- 
pending trouble, the side glances of 
another couple strolling back and forth 
before the office door. His fears were 
soon allayed, however. Immediately 
after the first couple left, the twosome 
entered the office and laid before him 
another impressionable amount of 
cash—205 $20 bills, $4,100, for 220 
shares of the same stock. 
These were but two actual trans- 


*Financial and utility news writer, The New 
4 = Times. See, also, “Pages with the 
itors.” 
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actions selected from more than 4,000 
purchases of about 200,000 shares of 
the stock between the latter part of 
last year and the early part of Febru- 
ary, 1950. The stock is part of the 
2,481,665 shares which are being dis- 
tributed, or sold, by the American 
Power & Light Company in compli- 
ance with the reorganization pro- 
visions of the Holding Company Act 
—in itself an occurrence of little im- 
portance as we look back upon numer- 
ous similar breakups of utilities. 


uT what is important in the Mon- 
tana story are the developments 
leading up to these sales in the Treas- 
ure state where the word “stock” 
usually had “live” as its prefix; today 
its connotation includes the Montana 
Power Company. 

Also, the securities industry—in- 
vestment bankers and distributors, 
particularly—might glean a few ideas 
from the Montana story that would 
APR. 27, 1950 
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rouse its members from their lethargy, 
or at least send them off into more 
fruitful fields. Securities salesmen 
really haven’t tried too hard to revamp 
their merchandising ideas, despite the 
existence for more than a decade of 
tax laws and other related economic 
factors that have sharply changed the 
“income bracket lists” from which 
potential customers are sought. Only 
a few enterprising securities firms 
have —and with notable success — 
changed their sales philosophy and 
gone after the new, lower-income type 
of potential investors. For evidence 
of the vast untapped market, reflect 
for a moment on the significance of 
the fact that fewer than ten million 
persons are investors in nongovern- 
ment enterprises, compared with 60,- 
000,000 savings account depositors 
and close to 80,000,000 insurance 
policyholders. Further, with the ex- 
ception of government bonds, 65 per 
cent of persons with incomes over 
$6,000 a year do not own securities. 


HERE’S a whale of an education- 

al job still to be done, and the 
longer the whole securities industry 
delays doing it, the better it will be 
for the few investment bankers and 
brokers who have the whole outfield 
to themselves. (A thoroughgoing anal- 
ysis of this aspect of the investor mar- 
ket appeared in the ForRTNIGHTLY of 
January 19th—“How to Get the 
Small Investor Interested.’’) 

Aware of the sympathetic under- 
standing inherent in local ownership 
of a utility’s equity shares, Montana 
Power, whose common stock had been 
owned by American Power & Light, 
was very eager that its stock be locally 
owned, and turned over to an invest- 
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ment banking concern the job of sell- 
ing the company to the people in its 
own service area. The resulting ap- 
proach was an interesting example of 
up-to-date technique. A campaign was 
prepared which was based on an ex- 
tension of the good will which the 
utility company had built up through 
service during the past four decades. 


| prea pn to enlisting the facili- 
ties of the 98 banks in Montana, an 
illustrated 15-page “case history” on 
the power company was assembled. 
This was ready about the middle of 
November, almost coincidental with a 
Federal court’s declaration of the ef- 
fectiveness of American Power & 
Light’s plan of reorganization. A let- 
ter was sent on November 14th ap- 
prising the presidents of the 74 larger 
banks in the state of plans for sale of 
the stock in the territory. The letter 
referred to the forthcoming brochure 
which was subsequently sent. In addi- 
tion, it told about the plans of repre- 
sentatives to call on these banks. To 
the 24 smaller banks outside the util- 
ity’s territory, a similar letter went 
out. These smaller banks, located in 
communities far distant from Butte, 
were invited to visit the office. 

Emphasizing the magnitude of the 
efforts made to familiarize the people 
with the stock, one of the representa- 
tives traveled 1,400 miles, covering 
banks in this state whose 147,000 
square miles rank it the third largest 
of the 48. 

While this article is not primarily 
concerned with Montana Power Com- 
pany, but rather with the methods 
used, and the results obtained, in the 
distribution of its stock, nevertheless, 
it would appear relevant to cite from 


538 





UTILITY FINANCING BEGINS AT HOME 





A Fresh, Plentiful Market for Utility Stock Sales 


say paar eee salesmen really haven’t tried too hard to revamp their 

merchandising ideas, despite the existence for more than a decade 

of tax laws and other related economic factors that have sharply changed 

the ‘income bracket lists’ from which potential customers are sought. 

Only a few enterprising securities firms have—and with notable suc- 

cess—changed their sales philosophy and gone after the new, lower- 
income type of potential investors.” 





the brochure some of the features of 
the company which were pointed up 
to the potential investor. Several are 
obviously applicable to a number of 
other utilities. 

About 70 per cent of the 558,000 
population of Montana reside in the 
company’s territory which comprises 
the western two-thirds of the Treasure 
state. Contrary to the popular con- 
ception of Montana as an all-copper 
state, its major product is wheat, with 
income from that crop representing 
more than 45 per cent of the state’s 
income. Livestock ranks second in 
value at little over 30 per cent, while 
the red metal is fourth at 4.1 per cent, 
preceded by lumber products at 4.7 per 
cent. Manufacturing in Montana has 
tripled in nine years. ; 


WwW" the exception of about five 
per cent of the power purchased 
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from the Bureau of Reclamation’s 
Fort Peck project, the company gen- 
erates its own supply of electricity, all 
of which is hydroelectric power. Its 
per capita income of $1,794 is topped 
only by New York and Illinois where 
the figures are $1,891 and $1,817. It 
might also be mentioned here that 
Montana has the largest per family 
investment ($1,600 or more) in E 
Bonds. 

Of particular investor interest was 
the comment that the utility’s operat- 
ing ratio was about as low as that of 
any electric operating system in the 
nation. This is explained largely by 
the fact that the all-hydro generating 
system obviates any major dependence 
on price-rising fuels and costly labor, 
two items that are necessarily involved 
in the maintenance of most other con- 
ventional generating systems. While 
the average utility spent about fifty 
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per cent or more of its gross income 
for expenses other than taxes and in- 
terest last year, the company’s propor- 
tion hovered around thirty per cent. 
Also, Montana Power retained about 
thirty per cent of its gross revenues 
after payment of operating expenses, 
depreciation provision, and interest, 
compared with less than seventeen per 
cent by the average electric utility 
company. 

Another consideration of major 
importance was the fact that more 
than thirty per cent of gross operating 
revenues comes from one electric cus- 
tomer, the Anaconda Copper Mining 
Company, whose copper operations 
have been of proved stability and 
whose reserves, according to its chair- 
man, assure a longer period of activ- 
ity “than it has been possible to state 
positively at any preceding time.” The 
advantage of serving one consumer 
whose power demands account for 30 
per cent of a utility’s income was an 
obvious one. In addition, there seems 
to be a fair degree of assurance that 
the threat of Federal power competi- 
tion or domination—a difficult reality 
in many sections of the Northwest and 
Southwest—was hardly a serious fac- 
tor in the affairs of this northwest 
utility company. 

Dividends have been paid on the 
preferred stock since 1913, and on the 
common stock since the same year 
with the exception of 1933 and 1934 
when funds were available for the 
common stock, nevertheless. 


Co reaction to the publicity 
was most satisfactory. Using 16 
of the newspapers, all published with- 
in Montana, a series of six different 
advertisements inviting inquiry about 
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the stock was placed. The most fetch- 
ing of these from the standpoint of 
grass-roots appeal had the following 
eye-opening lead: “How Would You 
Like to Have the Montana Power 
Company Pay Your Electric Bill?” It 
went on to say, “if you are Mr. Aver- 
age Residential Customer your electric 
bill is around $50 per year.” Explain- 
ing that the annual common stock 
dividend of $1.40 a share on 36 shares 
would amount to $50.40, the purchase 
of 36 shares at $652.50 was suggested. 
(The stock subsequently rose sharply 
from its November price of 18% prior 
to listing on the New York Stock Ex- 
change in February. ) 

A customer of the company whose 
annual electric bill approximated $50 
read the advertisement and, seeing 
what she described as “‘a good thing,” 
went to the investment company’s of- 
fice in Butte and ordered 36 shares. 
That was all she wanted, she told the 
manager, “just enough of the stock to 
pay my electric bill.” And that’s all 
she bought. That part of the advertise- 
ment which pointed out that the yield 
of 7.72 per cent at the then current 
price of 184 was “unusually liberal,” 
apparently held little appeal for her. 
The “free” electricity through owner- 
ship of 36 shares was good enough. 

The text of the other advertisement 
had effective response. One had a time- 
ly holiday theme which did well. It 
read: “Can you think of a nicer 
Christmas gift for a member of your 
intimate family circle than that num- 
ber of shares of the common stock 
which you can conveniently afford to 
buy?” The ad went on to describe the 
cffer and, like the others, gave the 
pertinent information necessary to 
complete the inquiry. 
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UTILITY FINANCING BEGINS AT HOME 


Supplementing the newspaper ad- 
vertising, radio stations were utilized 
in Butte, Billings, Great Falls, and 
Missoula. These advertisements were 
read immediately following the news- 
cast at six in the evening of the same 
day they appeared in the newspapers. 
Thus, the solicitation extended to a 
vast “eye and/or ear” audience, as one 
spokesman for the investment bank- 
ing concern put it, throughout Mon- 
tana and in sections of Idaho, Utah, 
and Wyoming. 


| Nerney participation in the Mon- 
tana stock offering was on a com- 
mendably conservative basis. Montana 
Power officials were receptive to the 
suggestion that the employees be ap- 
proached on the idea of a stock pur- 
chase plan. Not that there is anything 
new about that. Certain aspects of it, 
however, were modified so as to re- 
move any trace of the high-pressure 
suggestion or other unpleasant over- 
tures which might slip into such an 
arrangement. 

The utility officials indicated that 
they would be willing to arrange 
salary deductions for employees who 
wanted to buy the stock. Following 
this, the brokerage firm went to sev- 
eral of the large Montana banks where 
it was indicated that while there would 
be no uniform loan policy as far as 
the banks were concerned, each appli- 
cation for a stock purchase loan would 
be considered on its merits. The in- 
vestment banker then proceeded to 
work out a salary deduction author- 
ization form acceptable to the com- 
pany. After it was approved, it was 
sent to the banks with letters explain- 
ing the program. A letter also was 
forwarded to each of the 1,600 Mon- 


tana Power employees advising him 
of the availability of stock and de- 
scribing details of the investment. 

One phase of this operation was 
worthy of special note. Before any 
employee purchased the stock he was 
told, at a meeting of his associates 
called by the company and the invest- 
ment firm, that his budget should first 
provide for essential living require- 
ments, insurance, and some savings— 
then, and not until such basic budget 
items were taken care of, should he 
consider buying the stock. 

Perhaps that bit of homely advice 
deterred some of the employees from 
making an investment in the common 
stock of their company to which they 
might otherwise have been influenced. 
If it did, both the utility and the em- 
ployee benefited. That “lost” invest- 
ment was more than repaid in the most 
valuable industrial asset—good will. 


VW 7 HILE the program was initiated 
and promoted continuously by 


the original investment banking con- 
cern, Smith, Barney & Co., many of 
the larger banks with teletype connec- 


tions to other investment houses 
turned a portion of the business that 
came to them over to this original in- 
vestment concern. 

What did all this cost? The invest- 
ment house handling the campaign de- 
clined to say. But when it closed its 
office in Butte on February 15th— 
twelve weeks after the operation be- 
gan—there seemed to be a general 
agreement among all parties concerned 
that, whatever the cost, it was well 
worth it, in dollars, in experience, and 
in prestige. The pioneering isn’t fin- 
ished. The results of the campaign are 
still going on. 
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Why Life Insurance Companies 
Buy Natural Gas Pipe-line Bonds 


The author has endeavored to determine whether the record natural gas 
expansion program now going on all over the United States has a sound 
foundation, He has made a comparative cost analysis of natural gas, 
coal, and fuel oil. He has weighed the financing, credit, and regulation 
factors. He charted the réle pipelines must play tn the national economy 
of the future. The resulting picture should interest not only those con- 
nected with the natural gas industry, but all concerned with similar 
problems of utility plant financing. 


By ERNEST 


' , Tuy do life insurance compa- 
nies, perhaps our soundest in- 
vestors, lend as much as 80 per 
cent of the cost of building long-dis- 
tance natural gas pipelines? Particu- 
larly when the SEC holds that electric 
utilities, which produce their power 
supplies practically at the point of dis- 
tribution, should not have more than 
60 per cent of their capital represented 
by debt securities. Why do life insur- 
ance companies make construction 
loans for the creation of a facility, on 
which they eventually will have a lien, 
to haul a wasting natural resource 
from the further reaches of the South- 
west to the Middle West and the At- 
lantic seaboard? What will be the 
value of their foreclosure rights to a 
*For personal note, see “Pages with the 
Editors.” 
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couple of thousand miles of pipe in 
the ground and a few compressor sta- 
tions, when there isn’t any more nat- 
ural gas to transport? 

As nearly as can be determined, life 
insurance companies own close to $1 
billion of natural gas pipe-line bonds 
today, equivalent to about one thirty- 
fifth of their admitted assets. A more 
accurate estimate cannot be made be- 
cause, while contracting for the full 
amount of bonds to be sold, life in- 
surance companies often permit is- 
suers to draw down the proceeds of 
the loan in instalments of $1,000,000 
each as construction progresses and 
these withdrawals usually are not an- 
nounced until the year-end annual re- 
ports are released. The Transconti- 
nental Gas Pipe Line financing is an 
example of serial payments by the life 
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insurance companies to the borrower. 


| emer the first instance of life 
insurance investment in the bonds 
of natural gas utilities came in 1934, 
when Metropolitan Life Insurance 
bought the serial notes of Ohio Fuel 
Gas and United Fuel Gas, both sub- 
sidiaries of the then Columbia Gas & 
Electric Corporation, and both of 
which were engaged in not only the 
transmission but the production and 
distribution of natural gas. These 
notes, long since retired at maturity, 
were guaranteed by Columbia Gas & 
Electric. The first straight natural gas 
pipe-line bonds to be sold to life in- 
surance companies were the first 43s 
of 1947 of Northern Natural Gas 
Company. 

The prompt servicing of these early 
loans and their complete retirement at 
maturity led other life insurance com- 
panies to adopt a more friendly atti- 
tude toward this type of risk, with the 
result that any proposed natural gas 
pipeline of merit has little difficulty in 
borrowing up to four-fifths of its cap- 
ital requirements from life insurance 


companies today. Moreover, loans of . 


these high proportions make the rais- 
ing of the remaining one-fifth of re- 
quired capital through the sale of 
equity shares all the easier. 

When approached for financing by 
natural gas pipelines, life insurance 
companies ask five fundamental ques- 
tions, in addition to many of lesser 
importance, the first of which applies 
to the natural gas industry in general 
and the other four to the specific pipe- 
line for which new capital is being 
sought. These questions are: 


Is the Growth Trend of the Indus- 
try Favorable? 
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Does the Pipeline under Considera- 
tion Have Long-term Gas Purchase 
and Sales Contracts? 

Is Its Gas Supply Assured and Are 
Its Sinking-fund Provisions Ade- 
quate? 

Are Estimated Earnings Sufficient 
to Provide Adequate Coverage of 
Interest and Sinking-fund Require- 
ments? 

Is the Capital Structure Sound? 


The reasons behind each of these 
questions need exploration. 


Is the Growth Trend of the 
Industry Favorable? 


| pare recoverable natural gas re- 
serves at the end of 1948 were 
173.9 trillion cubic feet, as compared 
with 165.9 trillion in 1947 and 160 
trillion in 1946. Although consump- 
tion has increased sharply in recent 
years, new discoveries of natural gas 
and upward revision of reserves in 
proved fields have increased reserves 
three times as fast as consumption 
over the entire 1921-1948 period. On 
the basis of 1948 operations, natural 
gas reserves were equal to 29 times 
current consumption, but, with addi- 
tions and discoveries now being made, 
leading geologists have estimated the 
country’s natural gas supply will last 
for another forty years at least. 
Roughly 89 per cent of present re- 
serves are located in the seven south- 
western states of Texas, Louisiana, 
Kansas, Oklahoma, New Mexico, 
Mississippi, and Arkansas, 6 per cent 
in California, and the remaining 5 per 
cent in the Appalachian region, the 
Middle West, and the Rocky moun- 
tain area. 

Natural gas sales have increased 
each year without interruption from 
1,185 billion cubic feet in 1938 to 
APR. 27, 1950 
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3,153 billion in 1949 or by 166 per 
cent. Moreover, although pipe-line 
mileage has expanded sharply in the 
past four years, the rate of annual 
sales has increased at an even faster 
pace. One reason has been that, tak- 
ing the country as a whole, the cost 
of house heating with natural gas is 
30 per cent less than the cost with oil 
or coal. Unfortunately, natural gas 
does not command a substantially 
higher retail price in view of its high- 
ly favorable competitive position, due 
to two basic factors. 


Lo ee nearly ninety per cent of to- 
tal natural gas reserves located 


in the Southwest where demand rep- 
resents a small proportion of supply, 
field prices are substantially below the 
economic value of natural gas as a 
fuel. While it is true that present field 
prices are about double those of pre- 
war, rising oil and coal costs in many 
areas have tended to maintain the 
competitive advantage of natural gas 
despite field price boosts. Neverthe- 
less, the economic position of natural 
gas varies among areas, due to short 
hauling distances between coal mines 
and markets in some sections of the 
country and the vast supplies of fed- 


Natural Gas Pipelines 


El Paso Natural Gas (a) 

Texas Eastern Transmission 

Texas Gas Transmission 
Transcontinental Gas Pipe Line (c) 
Panhandle Eastern Pipe Line 
Tennessee Gas Transmission (d) 
Southern Natural Gas 
Kansas-Nebraska Natural Gas (b) 
Mississippi River Fuel (c) 
Consolidated Gas Utilities 


erally subsidized electric power in the 
TVA and Pacific Northwest regions, 
Accordingly, life insurance companies 
have found that the proposed financing 
of each individual pipeline must be 
analyzed from the viewpoint of (1) 
growth potentialities of the territory 
to be served, and (2) the competitive 
position of natural gas in the particu- 
lar area. This aspect of investigation 
becomes increasingly important as the 
newer lines, with higher cost gas in 
the fields, are extended into less fa- 
vorable areas. 

Secondly, the price of natural gas 
to ultimate consumers has been held 
down by regulation. Natural gas pipe- 
lines and natural gas distributors are 
public utilities and regulation by the 
Federal Power Commission and state 
commissions has prevented the charg- 
ing of the full economic value for nat- 
ural gas except in the case of nonregu- 
lated sales to industrial consumers. 
The resultant rush of householders to 
seize this bargain in fuel has forced 
distributing utilities to impose restric- 
tions in many sections of the country 
on the installation of new gas-heating 
equipment. And while the sharp in- 
crease in natural gas pipe-line mileage 
will aid in relieving these shortages, 


Debt Preferred 


5.5% 


Surplus 
82.0% 12.5% 
80.4 19.6 
77.4 _ 22.6 
72.4 13.4 14 
67.6 10.2 é 
65.7 12.4 . 
61.1 — 
54.5 17.4 
51.7 _ 
46.2 —_— 


(a) April 30, 1949. (b) June 30, 1949. (c) March 31, 1949. (d) July 31, 1949, 
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WHY LIFE INSURANCE COMPANIES BUY PIPE-LINE BONDS 


the price advantage and other superior 
features of natural gas as a household 
fuel will tend to make full satisfaction 
of demand an almost unattainable goal 
for many years to come. For these rea- 
sons, the natural gas pipe-line industry 
can look forward to a continuance for 
many years of a favorable growth 
trend. 


Does the Pipeline under Considera- 
tion Have Long-term Gas Purchase 
And Sales Contracts? 


O™ of the major requirements of 
life insurance companies for the 
investment of their funds in natural 
gas pipe-line bonds is the existence of 
long-term gas purchase and sales con- 
tracts which, in the case of a new pipe- 
line, are the basis of estimated earn- 
ings. 

Long-term gas contracts covering 
proved gas reserves, and particularly 
covering dedicated proved gas re- 
serves, are of primary importance, 
since they assure a pipeline of its 
future gas requirements. The mini- 
mum satisfactory ratio of reserves to 
pipe-line capacity is one trillion cubic 
feet for each 100,000,000 cubic feet of 
daily deliverability. 

Although a new pipeline .without 
long-term purchase contracts probably 
still would be able to fill its future gas 
needs, it would have to be done at 
progressively higher prices if the pres- 
ent trend of gas prices in the field is 
any indication. While higher field 
prices could be recovered by increased 
prices to distributors and ultimate con- 
sumers, the margin of competitive 
advantage which natural gas now en- 
joys over other fuels would be nar- 
rowed to that extent. 

Some pipe-line executives contend 
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that the insistence upon long-term pur- 
chase contracts as a means of com- 
pletely satisfying long-term sales con- 
tracts throughout their life prevents 
the pipeline from taking advantage of 
spot or short-term purchases of gas 
at lower prices. While the purchase 
of gas at the lowest possible price is 
desirable, life insurance companies 
consider the contractual right to re- 
ceive a full supply of gas for at least 
twenty years is more important in the 
consideration of pipe-line financing. 


| vy insurance companies look with 
favor on natural gas pipelines 
having long-term “take or pay for” 
contracts for the sale of most or all of 
their entire capacity for twenty years. 
These contracts specify the maximum 
daily amount of gas which distributing 
utilities may demand during periods 
of peak requirements, and the mini- 
mum annual amount which the dis- 
tributing utility is obligated to take and 
pay for. Unlike long-term purchase 
contracts, however, “take or pay for” 
gas sales contracts cannot be consid- 
ered “absolutely firm” since the Fed- 
eral Power Commission could change 
specified prices considered to be work- 
ing a hardship on the distributing 
utility “in the public interest.” 

There is some doubt, however, 
whether the FPC has the power to 
alter the volume of gas to be sold un- 
der existing contracts, in the light of 
a recent U. S. District Court decision 
in Michigan denying such authority to 
the commission. But even if the FPC 
had this power, it would not destroy 
the attractiveness to financing life in- 
surance companies of “take or pay 
for” sales contracts. If the FPC should 
reallocate the volume of gas to be sold 
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Insurance Company Investment in Pipe-line Bonds 


~—— the bonds of natural gas pipelines, if protected in the 

manner prescribed by life insurance companies, have demon- 

strated they offer adequate safety of principal, provide a reasonable 

return, and are in the public interest, life insurance companies have 

bought over $1 billion of these securities during the past fifteen years 
without a single instance of default or loss.” 





to various customers when demand 
exceeds supply, it would make little 
difference to pipelines since their gas 


would be sold in any event. And when 
the supply of natural gas exceeds the 
demand, there would be no need for 
the commission to intervene, and the 
burden of selling the minimum volume 
of gas under “take or pay for” con- 
tracts would fall upon the distributing 
utilities. 

Under this condition, “take or pay 
for” sales contracts could prove very 
beneficial to pipelines. 


Is the Gas Supply Assured and Are 
Sinking-fund Payments Adequate? 


HE adequacy of reserves is one of 

the most important requirements 
in the construction, financing, and op- 
eration of a natural gas pipeline. Ade- 
quate reserves are vital both to in- 
vestors and customers since they 
assure debt repayment and continuity 
of service. Unfortunately, even though 
gas purchase contracts may call for at 
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least a twenty years’ supply, these con- 
tractual provisions cannot be taken at 
face value and the supporting opinions 
of independent engineers or geologists 
are required by life insurance compa- 
nies as to the adequacy of the reserves 
on which long-term gas purchase con- 
tracts are based. 

Once assured by independent ex- 
perts that natural gas producers have 
sufficient proved supplies to mature 
their contracts, life insurance compa- 
nies protect themselves against the 
risk for rapidly depleting gas supplies 
by requiring a check each third year by 
these experts to insure that the avail- 
able supply of natural gas behind long- 
term purchase contracts will extend 
well beyond the life of the sinking- 
fund payments, which usually run for 
a period of fifteen years. And if it is 
found that reserves are being depleted 
at too rapid a rate, sinking-fund pay- 
ments must be accelerated to insure the 
debt is retired before the gas supply is 
exhausted. 
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Are the Estimated Earnings Sufficient 
To Provide Adequate Coverage 
Of Interest and Sinking-fund 
Requirements? 

i hw earnings of natural gas pipe- 

lines today are determined not by 
what customers are willing to pay for 
service, but by the Federal Power 
Commission’s ideas of a fair rate of 
return. As is true of most commis- 
sions, what the FPC regulates is not 
the value or quality of the services 
rendered by public utilities so much 
as the profits they make. In the event, 
however, that the sale of natural gas 
by distributing utilities should get 
down to a competitive scramble with 
other fuels, if its price to ultimate con- 
sumers should reflect its economic 
value, then the earnings of pipelines 
would depend chiefly upon the main- 
tenance of a satisfactory level of sales 
prices and volume of deliveries. And 
the ability of a natural gas pipeline to 
maintain satisfactory prices and sales 
volume under competition would de- 
pend upon (1) the existence of “mini- 
mum take or pay for” clauses in its 
sales contracts with distributing utili- 
ties, (2) competitive conditions, and 
(3) the sales ability of the distributing 
utilities. 

In the case of natural gas pipe-line 
bonds bought by life insurance compa- 
nies, the certainty of an earnings flow 
adequate to service the debt under all 
conditions has been strengthened ma- 
terially by the existence in each financ- 
ing of “minimum take or pay for” 
clauses in the gas sales contracts pipe- 
lines have with distributing utilities. 
For example, El Paso Natural Gas has 
a 30-year sales contract with Southern 
California Gas which obligates that 
utility to take or pay for in each year 
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a minimum of 91 per cent of the ap- 
plicable maximum contracted daily 
demand. And the credit of the dis- 
tributing utility is sufficiently high that 
the minimum guaranty assures an 
earnings level adequate to service its 
debt under all conceivable conditions. 


Is the Capital Structure Sound? 


HERE are many standards by 

which the soundness of a capital 
structure may be judged. If the SEC 
rule-of-thumb that electric utilities 
should not have over 60 per cent of 
combined capitalization and surplus 
represented by debt securities be ap- 
plied to natural gas pipelines, seven of 
the ten natural gas pipelines listed in 
the table on page 544 have top-heavy 
debts. Except as indicated, all propor- 
tions in the tabulation are as of De- 
cember 31, 1948. 

Life insurance companies believe, 
however, that even an 80 to 85 per 
cent ratio of debt to combined capital- 
ization and surplus does not make a 
capital structure in the natural gas 
pipe-line industry top-heavy, provided 
“minimum take or pay for” sales con- 
tracts with distributing utilities of 
high credit are negotiated in advance 
of the financing and the great bulk of 
earnings is dedicated to sinking-fund 
payments for the retirement of debt 
securities. This is because “minimum 
take or pay for” clauses assure earn- 
ings and heavy sinking funds result in 
a rapid lessening of the debt ratio. 

Past estimates of future earnings 
of natural gas pipelines have proved 
highly accurate, since their operating 
expenses are unusually stable. The cost 
of gas used as fuel in compressor sta- 
tions, available at field prices, repre- 
sents one of the principal transporta- 
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tion costs of pipelines. Depreciation 
and general taxes change but little and 
labor, whose hire costs electric utilities 
from 20 per cent to 25 per cent of 
gross revenues, costs natural gas pipe- 
lines only 12 per cent to 15 per cent 
of their gross “take.” 


|, ype the high debt ratios of 
the newer natural gas pipelines 
and the resulting leverage for the 
equity have made possible the sale of 
common stock. This can best be indi- 
cated by a hypothetical case. Assum- 
ing a new pipeline is permitted to earn 
an over-all 6 per cent on its total cap- 
italization and that debt money costs it 
34 per cent a year, earnings on the com- 
mon stock would be only 84 per cent 
per annum if the capitalization was 
evenly divided between debt securities 
and equity shares. But if the debt of 
the pipeline represented 75 per cent of 


total capitalization, earnings on the 
common stock would run 134 per cent 
annually. Without this leverage fac- 
tor, investment bankers have repeated- 
ly expressed the belief that the raising 
of venture capital for natural gas pipe- 
lines would have been exceedingly 
difficult, if not impossible, during the 
past decade. 

Because the bonds of natural gas 
pipelines, if protected in the manner 
prescribed by life insurance compa- 
nies, have demonstrated they offer ade- 
quate safety of principal, provide a 
reasonable return, and are in the pub- 
lic interest, life insurance companies 
have bought over $1 billion of these 
securities during the past fifteen years 
without a single instance of default or 
loss. 

What better proof would you 
want of their attractiveness as invest- 
ments ? 





Inadequate Case Presentation for the 
American System 


74 HE politician employs every rostrum, every forum, 
every other vehicle to preach what he would do to 
relieve hardship and inequality. 

“The idea that our economic system is wrong morally and 
ethically has been set in motion. 

“Many committed to our system, have acted as though all we 
need to do is to prove an hour’s work under the American 
system will produce more milk, potatoes, or nylon hose than 
the Russian or the Englishman can produce in an hour. 

“This ts not enough, if I read correctly the revolt against our 
system. ... 

“If the American enterprise system is to meet this challenge, 
it must do a better job of exploring, exposing, and demonstrat- 
ing that politicians are made of no finer clay than are the busi- 
nessmen, and that about all they can do is to take from A to 
give to B, and that in the interim, the pile to be shared may 
shrink so that all that happens is that misery is shared.” 

—HermMan W. STEINKRAUS, 
President, Chamber of Commerce 
of the United States, 
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WILL THE NEW JERSEY PLAN WORK 


During an Era of Economic 
Change? 


ParT II 


Notice has recently been given to the New Jersey Board of Public 
Utility Commissioners that the New Jersey Power & Light Company 
desires to terminate its further operation under the so-called New 
Jersey Rate Adjustment Plan, adopted by agreement in 1944. This action 
should focus, once more, the attention of those interested in utility 
regulation on the problems which have arisen under actual operation 
of this interesting experiment in quasi automatic regulation. Part II of 
this series discusses the relation of earnings stability to investment 
value and to cost of capital. 


By J. RHOADS FOSTER* 


T has been developed thus far that 
| a “fair return” is generally equal 
to the return obtained in other 
business investment having corre- 
sponding risks and uncertainties. The 
next step in the analysis is to consider 
what is meant by “corresponding risks 
and uncertainties.” The purpose here 
is not to define investment risk or to 
describe the techniques which may be 
used to measure comparative invest- 
ment risks or the rates at which pro- 
spective returns are capitalized in the 
markets. 

The purpose is, instead, to call atten- 
tion to the consideration that regula- 
tory policy and practice create their 
own risks or minimize what would 


*For 
Editors.’ 
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otherwise be the risks of utility in- 
vestments. Returns available to inves- 
tors subject to a definite regulatory 
policy, of which investors are in- 
formed and which they understand, 
are of better quality and are capital- 
ized in the market at lower rates than 
when the prospective regulatory policy 
is (a) unknown and unpredictable or 
(b) has no rational basis.” 
Consistency of regulatory policy 
method may, within limits, have a 
greater effect on investment risk and 


1 Part I of this analysis sets forth the general 
economic criterion that a reasonable return to 
regulated enterprises must have a fair invest- 
ment value. It is that, aside from the effect 
of mere short-term fluctuations, a fair return 
is equal to the returns alternatively available 
from the past investments in other business 
undertakings which are attended by corre- 
sponding risks and uncertainties. 
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value of allowed returns than does a 
mere choice between past or present 
cost as the rate base. The general eco- 
nomic criterion must be applied there- 
fore in the light of all the factors 
which influence the risks to which pri- 
vate enterprise investments are sub- 
jected. 


Stable Nominal Dollar Returns 
’ ! ‘HE fixity and magnitude of the 


investment in plant are what 
make changes in the general price level 
of such great importance to public util- 
ity investors. Investment in a public 
utility is “sunk capital,” committed to 
a business subject to regulation and in 
the form of assets which have a use- 
ful life of twenty, thirty, or even fifty 
years. 

While the past investment is 
helpless, this is no reason for taking 
advantage of the sunk investment in 
public utilities and discriminating 
against such investment. 

The earnings of industrial enter- 
prises quickly adapt themselves to the 
decreased size of the dollar, in so far 
as a particular industry or business has 
not declined in real value. Even if the 
contrary were true, the comparative 
risk of investment is reduced because 
the commitment of capital is generally 
to shorter lived property, which turns 
over more rapidly than does the fixed 
capital of utility enterprises, and thus 
becomes more quickly reflected in pres- 
ent dollar cost. The value of rapid- 
turnover capital is not affected as ad- 
versely because it is not exposed to as 
much of a large price movement. The 
cycle of reinvestment of the capital in 
the form of productive assets may be 
much shorter than the price rise. 

The New Jersey plan formula un- 
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dertakes to provide for past and fixed 
investment an opportunity to earn 
generally stable nominal dollar re- 
turns, as distinguished from returns 
which are stable in terms of purchasing 
power. 

It should not be said, however, 
that the plan is a product of the 
“money illusion” or that it assumes 
the dollar to be a dollar because it bears 
the same name.* 

The plan may provide results which 
are reasonable both for the new and 
the old investment, even though the 
rate base is a conglomerate of unlike 
investment dollars and the stability is 
in terms of nominal instead of constant 
dollars. To determine whether or not 
it does so requires application of both 
equitable and economic criteria. 


r is not the “fairness” of the treat- 
ment of the old investment under 
the plan which may be questioned be- 
cause of the changed economic condi- 
tions. The test of equitableness is met 
when regulation has consistently pro- 
ceeded on the basis of investors’ past 
sacrifices. There has been no change in 
the rules which were accepted by the 
investors as reasonable. They accepted 
the risk that the general price level 
would rise, just as they were assured 
of an opportunity to realize a relative 


2 Neither is it to be assumed that use of 
reproduction cost of the property less deprecia- 
tion as the rate base would give investors 
unearned increments of return merely because 
the property has appreciated in dollar value 
or would deny fair returns because of a de- 
cline in the general price level. It should be 
recognized that an objection to “profit from 
appreciation” has no valid application when 
there is no real appreciation of wealth or in- 
come but merely a reflection of an increased 
number of smaller dollars which measure the 
real cost or investment sufficient to avoid re- 
flecting a real loss. 
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advantage under the plan method in 
case of declining prices.* 

Determination of the fair return on 
the basis of a consistent recognition of 
past sacrifices may be equitable but 
none the less uneconomic. 

Economic adequacy of the treat- 
ment of past investment depends upon 
whether the stable nominal dollar re- 
turns provided by the plan result in a 
fair investment value. Whether or not 
the end result is a fair value for the 
old investment depends primarily 
upon : 

1. The extent of the decline in pur- 
chasing power of the return dollars. 

2. The increased assurance of return 
stability which results from provision 
of a stabilizing reserve and the ar- 
rangement for prompt and automatic 
adjustment of rates upward as well as 
downward. 

3. The effect on investment risk of 
consistent application of an established 
regulatory method. 


Short-term Interests versus 
Consistency 


pase Prac interests of consumers 
and investors conflict as the result 


3 There may be, however, a difference be- 
tween (a) fair odds as to rise and decline due 
to business and economic changes, and (b) 
depreciation of the dollar due to governmental 
action and the adoption of fiscal policies which 
indicate one-sided odds against substantial re- 
covery of the value of the dollar. 


of changes in the general level of 
prices. Price level behavior thus has 
explained consumer and investor con- 
tentions in favor of the investment 
standard at one time and the reproduc- 
tion cost standard at another time. 
Advocates of reproduction cost may 
fail to apply their theory if the pur- 
chasing power of the dollar increases 
and the advocates of original cost or 
prudent investment may fail to do so 
when the purchasing power of the dol- 
lar decreases. Opportunism on both 
sides has characterized the conflict be- 
tween public utilities and representa- 
tives of consumer interests. 

More thoughtful students have long 
recognized that longer-term interests 
of consumers and investors tend to 
coincide although shorter interests di- 
verge. Practical emphasis on short- 
term interests and the relative disre- 
gard of long-term consequences, 
however, have been major obstacles to 
development of methods of rate regu- 
lation, subject to equitable and eco- 
nomic standards, capable of consistent 
long-term application. 

The original cost rate base combined 
with a rate of return which corre- 
sponds to present cost per dollar of 
capital is a hybrid rate-making for- 
mula which provides another illustra- 
tion of inconsistency in rate regula- 
tion. Original cost as the rate base 


e 


what make changes in the general price level of such great 


q “THE fixity and magnitude of the investment in plant are 


importance to public utility investors. Investment in a 


public utility is ‘sunk capital, committed to a business sub- 

ject to regulation and in the form of assets which have a 

useful life of twenty, thirty, or even fifty years. While the 

past investment is helpless, this is no reason for taking 

advantage of the sunk investment in public utilities and 

discriminating against such investment.” 
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disregards both (a) the substantial 
and long-term change in the size of 
the dollar as the unit of economic 
measurement, and (b) any excess of 
prudent investment over the original 
cost of property when first devoted to 
a public service. Current cost per dol- 
lar of capital, under the impact of the 
decline of interest rates experienced 
from 1932 to 1946, disregards the rea- 
sonable return expectations at the time 
capital was committed to the enter- 
prise. 

Such a “current cost of capital” 
rate of return applied to an original 
cost rate base is an immixture or a 
hybrid formula. The end result con- 
forms neither to investors’ expecta- 
tions at the time capital was committed 
to the enterprise nor to the values of 
alternative investment opportunities at 
the time prices for service are being 
fixed. 

This hybrid formula is properly sus- 
pect as being the product of expedi- 
ency. In terms of short-term con- 
sumer interests, the adverse effects of 
inflation (a higher general price level) 
are denied recognition and the com- 
pensating favorable effects (lower in- 
terest rates) are reflected. Investment 
risk and the cost of capital available 
to public utilities are increased by the 
fact that such a hybrid formula gives 
to investors every reason to fear that 
under changed conditions in the fu- 
ture regulation will expediently pro- 
ceed upon whatever basis will provide 
the lesser returns. 


A Prudent Investment Method 


| ‘Ee New Jersey plan is an appli- 
cation of the prudent investment 


standard. It is based upon the premise 
that capital can always be attracted at 
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reasonable prices if investments are 
given an opportunity to earn a return 
which corresponds to the cost of cap- 
ital at the time the capital was invested. 
The method looks to the dollars of 
capital invested in used and useful 
plant and primarily to the promised 
or prospective yield upon the basis of 
which the dollars were committed to 
the enterprise. The rate of return for- 
mula provides not only for the con- 
tractual interest payments but for all 
the associated and related costs of debt 
and preferred stock capital. 


8 Bee plan does not provide for 
determination of the return on 
common stock capital in a manner 
which in form is consistent with 
the prudent investment method. It 
was considered that the variations 
in the returns required by the mar- 
ket at current prices of public util- 
ity common stocks have a relation- 
ship with the business cycle and 
with changes in the general price 
level. This proposition needs to be re- 
éxamined but it has at least a limited 
validity. The equity capital return rate 
was not made stable because of the 
belief that a return rate based upon 
averaged earnings-price ratios would 
provide increased returns when re- 
quired to attract additional capital. 
Although the common stock com- 
ponent of the basic rate of return re- 
flects current instead of past capital 
costs of common stock capital, the re- 
sult is not less favorable to investors 
over a term of years, than it would be 
if the common stock component had 
been in form tied to the prudent in- 
vestment method. This is true since 
the cost per dollar of common stock 
capital to public utilities over the long 


552 





WILL THE NEW JERSEY PLAN WORK? 





The Investment Basis of the New Jersey Plan 


adh thew New Jersey plan is an application of the prudent investment 
standard. It is based upon the premise that capital can always 
be attracted at reasonable prices if investments are given an opportunity 
to earn a return which corresponds to the cost of capital at the time 
the capital was invested. The method looks to the dollars of capital 
invested in used and useful plant and primarily to the promised or 
prospective yield upon the basis of which the dollars were committed 
to the enterprise.” 





term of years has been relatively sta- 
ble or has tended to increase. The cost 
of common stock capital has not de- 
clined as has the cost of debt capital. 


Capital Structure Leverage 


Pe utilities are financed in rela- 
tively large part by debt and pre- 
ferred stock capital, in comparison 
with industrial enterprises. The com- 
posite capital structure of class A and 
class B electric utilities in the United 
States, representing the aggregate 
book amounts at the end of 1948, in- 
cluded 49 per cent debt capital, 14 per 
cent preferred stock capital, and 37 
per cent common stock capital. Bond 
and preferred stockholders contract to 
receive interest and dividends in nomi- 
nal dollar amounts and thereby accept 
the risk of decline in the purchasing 


4 Statistics of Electric Utilities in the United 
States, 1948, Federal Power Commission, page 
vi. 


= 
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power of money and realize the incre- 
ments of real income from price de- 
preciation; i. e., dollar appreciation 
when and if it develops. The common 
stockholders, who agree to accept the 
residual income remaining after pay- 
ments to bondholders and preferred 
stockholders, commonly accept the 
risks of “trading on the equity.” They 
accept the risk of getting proportion- 
ately less in exchange for the chance 
of getting proportionately more. 
The effect of leverage on common 
stock earnings, assuming reproduction 
cost as the rate base, may be illustrated 
by an assumption that the cost of fixed 
income capital is 3 per cent for debt 
and 4.5 per cent for preferred stock 
capital. The change in cost of utility 
plant construction measured by the 
composite utility index (Department 
of Commerce), with average 1926 
prices equal to 100 per cent, was a de- 
cline to 84 per cent for 1933 and a rise 
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to 164 per cent for 1948. With ref- 
erence to investment made in 1926, 
assuming an unchanged rate of return 
of 6 per cent and a capitalization con- 
sisting of 49 per cent debt, 14 per cent 
preferred stock, and 37 per cent com- 
mon stock capital, common stock earn- 
ings in 1933 would have been reduced 
by about one-quarter as compared with 
1926. 


I 1948 composite utility construc- 
tion costs reached a level 64 per 
cent higher than in 1926 and 95 per 
cent higher than in 1933. Subject to 
the same assumptions as to rate of re- 
turn, capital structure, and fixed re- 
quirements, common stock earnings 
would be about 100 per cent higher 
with reference to investment made in 
1926 and about 146 per cent higher 
with reference to investment made in 
1933. When reproduction cost less de- 
preciation of the entire property is 
reflected in the rate base, capital struc- 
ture leverage thus operates dispropor- 
tionately to increase or decrease re- 
turns to common stockholders and to 
increase the speculative qualities of 
public utility investments. 


Fair Value and Capital Structure 
Leverage 


jg the fair value rule, it has 
been generally recognized that 
because of capital structure leverage 
a full reflection of reproduction cost 
less depreciation in rate base determi- 
nation might result in an undue in- 
crease in the speculative quality of 
utility common stocks. Reproduction 
cost was only evidence of “fair value” 
to be given such consideration and 
weight as might be reasonable in the 
existing circumstances. As a matter of 
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fact, the “fair value” rate base fixed in 
practice by regulatory commissions has 
seldom reflected only “spot” or antici- 
pated prices but has commonly re. 
flected compromises between past and 
current price levels. Compromise may 
be indicated when the economic 
change is of recent origin or may be 
indicated as the result of sharp rapid 
price rise of great proportion due to 
causes probably temporary or not yet 
established as of a permanent order. 
There have always been practical ways 
in which the commissions may recog- 
nize the economic fact that reproduc- 
tion cost may not measure “fair value” 
under some circumstances. Prudent 
purchasers and investors similarly ap- 
praise the significance of reproduction 
cost as evidence of value under such 
circumstances in free markets. 
Whether or not so intended, the re- 
sult in “fair value” cases generally 
has been a substantial elimination of 
the effects of capital structure leverage 
on returns to common stockholders. 


The Actual Capital Structure 


Fe the purposes of a “fair value” 
or competitive cost method, the fair 
and reasonable return is not appropri- 
ately tested on the basis of whatever 
may be the actually existing capital 
structure. 

When a present cost rate base and 
the present cost of capital are used to 
determine the intended fair return in 
current dollars, the public cannot con- 
sistently or fairly be asked to accept 
the burden, if any, of an uneconomic 
or costly capital structure, whether it 
be the historical product of imprudence 
or of the application of the best past 
judgment of management. Under the 
present cost principle, the capital struc- 
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ture within reasonable limits is an in- 
vestor hazard, since under this stand- 
ard the investor is only entitled to the 
necessary present prospective return; 
how that works out for the common 
stock investor was and is his problem 
as a residual claimant. 

It would seem obviously unfair to 
deal more generously with an enter- 
prise which has a costly capital struc- 
ture than with one which has conserva- 
tively arranged its financial affairs, 
possibly even at a past disadvantage 
to itself. There should not be one 
standard of fair return determination 
for the prudent and another more lib- 
eral standard for the imprudent. The 
results would not be economic; pru- 
dence would not be encouraged. 

Obviously a 100 per cent equity 
capital structure enterprise can suffer 
greater restriction of income without 
insolvency than an enterprise with 
debt capital; but this does not justify 
a different standard for an all-stock 
company than for a company with a 
moderate indebtedness or a company 
heavily in debt. Prudence and good 
judgment need to be encouraged, not 
discouraged. 

For the purpose of a prudent in- 
vestment method of rate regulation, 
however, the existing prudent capital 
structure is entitled to recognition, 
particularly when the outstanding se- 


q 


e 


curities were issued subject to com- 
mission approval. It should be recog- 
nized that this alternative regulatory 
approach implies an increase in regu- 
latory responsibility with reference to 
establishment and maintenance of ap- 
propriate capital structure standards. 

Consistent with the prudent invest- 
ment approach, the New Jersey plan 
eliminated the effect of capital struc- 
ture leverage. It follows that adjust- 
ment of the prudent investment rate 
base for the general and prospectively 
permanent change in the level of prices 
would be applicable only to that pro- 
portion of the rate base represented 


by common stock capital. 
} genera experience suggests 
that investment risk, and the at- 
tractiveness of a chance of dollar gain 
may be reduced, if the adjustment for 
price level change is thus limited to 
that proportion of the investment 
which is represented by common stock 
in a prudent capitalization. A full rate 
base adjustment is not required to pro- 
vide, for common stock investment in 
public utilities, opportunities equal to 
those available from investment in 
competitive enterprises. The rate at 
which prospective earnings are capital- 
ized in the market may be reduced by 
the prospect of a return which varies 


Investor Preferences 


“A FULL rate base adjustment is not required to provide, 
for common stock investment in public utilities, oppor- 
tunities equal to those available from investment in com- 


petitive enterprises. The rate at which prospective earnings 
are capitalized in the market may be reduced by the prospect 
of a return which varies proportionately with changes in 
utility construction costs but is not subject to wider fluc- 
tuations .. . provided by the capital structure.” 
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proportionately with changes in utility 
construction costs but is not subject 
to wider fluctuations on account of 
leverage provided by the capital struc- 
ture. 

In the case of competitive enter- 
prises the prices chargeable for the 
production in existing plants reflect, 
with significant lags, the competitive 
costs established by new plants or 
plants to be built at higher or lower 
costs. The returns to common stock- 
holders of such enterprises reflect the 
risks associated with the entire prop- 
erty. The common stockholders in a 
period of higher prices receive larger 
returns because of the increased earn- 
ing capacity of that part of the prop- 
erty which is mortgaged and lower 
returns in the reverse. Willingness or 
unwillingness to accept the greater 
risks in exchange for the larger re- 
turns of the residual position in the 
capital structure is the principal differ- 
ence of attitude which distinguishes 
the stockholder from the bondholder. 

Capital structure leverage, however, 
is typically much smaller for indus- 
trial than for utility enterprises. To 
illustrate, the ratio of aggregate long- 
term debt to total capital is about 17 
per cent for manufacturing compa- 
nies, as compared with 49 per cent for 
class A and B electric utilities. Assum- 
ing that changed construction costs are 
fully reflected in the prices of utility 
services and in the over-all returns, the 
increase in speculative quality of com- 
mon stocks would be substantially 
greater for typical public utilities than 
for typical industrial enterprises. 


O* principle, an adjustment limited 
to that part of the rate base rep- 
resented by common stock, or what a 
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reasonable common stock proportion 
would be, will provide an economically 
adequate return, subject to an impor- 
tant qualification. It is that the regu- 
latory policy must be definite, must 
function effectively to make rate ad- 
justments upward as well as down- 
ward, and must be known to investors. 
Consistency of treatment during peri- 
ods of rising and declining prices is a 
necessary condition of reasonableness 
of results to both investors and con- 
sumers. Investor confidence in regula- 
tory consistency probably has a great- 
er significance for investors’ appraisals 
than does the effect of capital structure 
leverage. 

The plan formula, however, goes 
further than merely to eliminate the 
effect of capital structure leverage. 
It undertakes to provide for invest- 
ment in the enterprise an opportunity 
to earn nominal dollar returns having 
a maximum stability. The basic rate 
of return is stable except as it varies 
with the 3-year average of changes in 
investors’ current return requirements 
per dollar of common stock capital. 

The plan. reflects the premise that 
speculative quality of utility common 
stock capital per se is undesirable be- 
cause it makes common stocks rela- 
tively unattractive, and increases the 
long-term cost of common stock cap- 
ital, and that a reduction of speculative 
quality is desirable. 

What are the preferences of inves- 
tors? It is assumed that there has been 
a decline in the willingness of investors 

5 It should be recognized that the return pro- 
vided by a replacement cost rate base and a 
current cost rate of return, or any return which 
has a fair investment value, is not the same 
as a stable real return as measured by the 
ability of investors to acquire consumer 


and services, wholesale commodities, or other 
productive assets. 
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to accept investment risks and that this 
change of investor preferences has 
taken place in the market for common 
stock as well as in the market for debt 
capital. This may not be true. Such 
utility stock may not be sufficiently 
risk free to attract the required amount 
of timid capital, and may not afford 
the chance of return given by an at- 
tractive business risk; i. e., be neither 
fish nor fowl. 

If the premise is valid, common 
stock incomes of increased stability 
are capitalized in the market at a low- 
er rate. Recognition of price change, 
with reference to the portion of the 
rate base represented by common 
stock, is unnecessary if the decline in 
the purchasing power of the dollar is 
adequately compensated for by the 
greater investment value of a prospec- 
tively more stable return to the com- 
mon stock. 


Appraisal of the Plan 


A a method of rate regulation, the 
plan should be appraised by the 
board, by consumers, and by the com- 
pany in the light of conditions likely 
to exist over a reasonable term of 
years, and not merely in terms of ex- 
pediency in the circumstances of the 
moment. 

The maximum advantages of a defi- 
nite and generally accepted rate-mak- 
ing procedure such as that of the plan 
may be realized only if investors have 
confidence that it represents a continu- 
ing regulatory policy and that revisions 
will be made objectively whenever 
required, and only if required, to pro- 
vide fair and reasonable end results 


under changed conditions. It is not to 
be assumed that the board would aban- 
don the plan merely because under 
changed conditions it would tempo- 
rarily provide returns in excess of 
those which would be provided by a 
selected more conventional method. 

Investor confidence that a regula- 
tory method, reasonably adapted to its 
purposes, will be consistently applied 
by the regulatory authority, undoubt- 
edly has a significantly favorable ef- 
fect on the cost of additional capital 
and on the investment value of utility 
earnings. 

It may be that the managements of 
particular public utility enterprises 
would dislike a continuing arrange- 
ment such as the plan and would prefer 
to take their chances with the conven- 
tional rate case procedure under which 
rates are reviewed only occasionally 
and management has a chance to ob- 
tain more, although it runs the risk 
of obtaining less, for the stockhold- 
ers. It may be also that some regula- 
tory commissions would hesitate to 
subject their regulatory practice to the 
discipline of formula designed to ex- 
press the applicable criteria of equity 
and economics. The advantages of an 
established and consistently applied 
regulatory method should not be dissi- 
pated or lost, however, merely because 
either the regulatory agency or the 
management (a) has a psychological 
preference for some other method of 
rate regulation, (b) attaches an undue 
importance to strategic short-term 
considerations, or (c) places an exces- 
sive value on present as compared with 
averaged income. 
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“Pork Barrel” Construction 


Costs Mount 


I’ a penetrating analysis of increases 
in construction costs of Federal pub- 
lic works projects, including hydroelec- 
tric installations, the Council of State 
Chambers of Commerce has called the 
attention of Congress to wide discrepan- 
cies between original estimates of the 
Army Engineers and the Bureau of 
Reclamation, principal builders of such 
projects. 

Original cost estimates of 31 projects 
under Reclamation’s sponsorship totaled 
$1,682,488,174, according to the council, 
which now asserts the total cost of 
these same projects, when completed, will 
amount to $5,252,404,105, an increase of 
$3,569,915,931, or 212 per cent. 

Record of the Army Engineers is not 
quite as bad, completion costs now run- 
ning only 74 per cent above original esti- 
mates. The council’s analysis reveals 
that 183 Army Engineer estimates total- 
ing $3,295,307,750 will have completion 
costs of $5,726,808,070. Noting that the 
Army group has maintained a fairly con- 
sistent record of correctly estimating 
costs of river and harbor improvements, 
the council said it is the multipurpose 
projects — flood control, hydroelectric 
power, etc.—of more recent vintage 
which give the Army Engineers a bad 
record as cost estimators. 

Some of the larger Reclamation multi- 
purpose projects which drew the coun- 
cil’s fire were: Missouri river basin, 
original estimated cost $529,152,800, lat- 
est revised estimate, $2,834,427,848; 
Hungry Horse (Montana), original 
estimate, $38,648,000, revised estimate, 
$108,800,000 ; Colorado-Big Thompson, 
original estimate, $44,000,000, revised 
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estimate, $150,503,000; and Central val- 
ley (California), original estimate, $170, 
000,000, revised estimate $581,886,000. 

Army Engineer projects singled out 
by the council included the following: 
Buggs Island (North Carolina and Vir- 
ginia), original estimated cost, $30,900,- 
000, 1951 revised estimate, $78,870,000; 
Blakely mountain reservoir (Arkansas), 
original estimate, $11,080,000, 1951 esti- 
mate, $31,000,000; Oahe reservoir 
(South Dakota and North Dakota), 
original estimate, $72,800,000, 1951 esti- 
mate, $234,400,000: 


* 
Interior Secretary Tries to Ex- 


plain Failure to Make Company 
Contracts 


Sey of the largest power compa- 
nies in the West—Pacific Gas and 
Electric Company, Public Service Com- 
pany of Colorado, and Montana Power 
Company—have been charged by Interi- 
or Secretary Chapman with the responsi- 
bility for the House Appropriations Com- 
mittee’s action in eliminating all the pro- 
posed new power facilities for the Cen- 
tral valley project in California, part of 
the facilities proposed for the Colorado- 
Big Thompson project in Colorado, and 
two Missouri basin transmission lines in 
Montana. 

In a recent statement to the Senate 
Interior Appropriations Subcommittee, 
Chapman pointed out that the three com- 
panies sent representatives to the House 
hearings and that much, if not all, of the 
project work was eliminated from the 
bill. This, he claimed, would have a seri- 
ous effect on Interior’s policy and recla- 
mation programs. 

Recalling that last year the Senate had 
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“admonished” the department to work 
out wheeling arrangements with various 
ower companies, the Secretary pro- 
tested that the department had earnestly 
striven to do that, and had met with some 
degree of success. He noted that he had 
approved contracts with the Northwest- 
ern Public Service Company of South 
Dakota and with the Otter Tail Power 
Company in North Dakota, which pro- 
vide for these two companies to wheel 
Federal power and to deliver it to prefer- 
ence customers at a “reasonable” charge 
reflecting the service performed by the 
companies. He said these contracts were 
proof that the government can negotiate 
satisfactory agreements for the wheeling 
of its power over private lines. 









— contracts, Chapman said, have 
not been executed in California, or 
parts of Colorado. He added that nego- 
tiations between the Bureau of Reclama- 
tion and Pacific Gas and Electric had 
made no substantial progress. Instead of 
considering the bureau’s proposal, Chap- 
man related that the company had made 
the government a counterproposal, con- 
taining conditions which Interior was 
not inclined to accept, because “they run 
counter to the public power policy of the 
government.” 

In Colorado, he continued, the bureau 
is carrying on negotiations with the Pub- 
lic Service Company, but so far nothing 
has jelled. Good progress has been noted 
with respect to the Montana Power Com- 
pany, he said. He complained, however, 
that the company had asked the bureau 
to consider too high a price—one extra 
kilowatt hour for the company for each 
kilowatt hour transmitted for the bureau. 

Chapman demanded that his depart- 
ment be given more funds to construct its 
own transmission lines “if we are to 
make the public power policy effective in 
the three areas in question.” He said that 
with these funds, the department could 
effectively support its position “so that 
if the companies are unwilling to execute 
suitable agreements we can construct the 
lines ourselves.” He added that if (with 
this threat hanging over them) the com- 
panies execute the necessary agreements, 
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then the government would not have to 
construct the lines itself. 


® 
Kerr Bill Veto 


aoe Truman’s veto of the Kerr 
gas bill, which would have exempted 
local producers and distributors of nat- 
ural gas from Federal Power Commis- 
sion regulation, came as a surprise to 
those who usually have a good view of 
what goes on behind the scenes in Wash- 
ington. Events leading up to final passage 
of the measure certainly indicated it 
would get White House approval. 

Senator Kerr (Democrat, Oklahoma), 
months after he originally introduced the 
bill, completely rewrote it, inserting a 
“watchdog” clause directing FPC to be 
on the lookout for monopolistic practices 
in the gas industry. There was a reason- 
ably based impression that the Oklahoma 
Senator had an understanding with the 
President which would make it difficult 
to veto the rewritten bill. There was also 
a statement by left-wing Senator Hubert 
Humphrey (Democrat, Minnesota) that 
Clark Clifford, former White House ad- 
viser and close friend of the President, 
had busied himself in behalf of the meas- 
ure. 

A third factor which seemed to indi- 
cate the bill would be signed was the sup- 
port given it by Speaker Sam Rayburn. 
In a dramatic last-minute appeal from the 
floor of the House, Rayburn assured his 
colleagues that enactment of the measure 
would not raise the consumer’s gas bill 
“one red cent.” And it is a well-known 
fact that Rayburn does not support meas- 
ures which he feels will be vetoed. On the 
other hand, observers could not picture 
the President, greatly dependent on the 
cooperation of the Speaker for passage of 
administration measures, vetoing a bill 
so earnestly supported by Rayburn. 


> 


Racketeers Invading Utilities 
Fields? 
TE question is answered in the af- 
firmative by Senator Owen Brew- 
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ster (Republican, Maine). The down 
east solon recently charged that gangster- 
hoodlum elements which profited from 
slot machines, wartime black marketing, 
etc., in New York, Chicago, and Florida 
are now trying to secure their funds by 
buying into legitimate enterprises. He 
mentioned “utilities, local transit, laun- 
dries, cleaning and dyeing, beverages, 
and hotels.” Citing recent syndicated 
press reports about gangsters buying into 
transit companies in four large cities, 
Senator Brewster declared he is prepared 
to place “sensational” supporting evi- 
dence before the Senate Judiciary or In- 
terstate Commerce committees. 


* 


Lobby Probe Going “Astray”? 


HERE is little doubt that Democratic 
leaders are beginning to look with 
jaundiced eye upon the administration’s 
own investigation of lobbies and lobby- 
ing. This may be for the reason that the 
special House committee has thus far 


turned up as much if not more evidence 
of labor and government lobbying than 
of lobbying by “Big Business.” As the 
committee’s long-heralded public hear- 
ings started, Chairman Frank Buchanan 
(Democrat, Pennsylvania) announced 
there would be no head-line hunting, but 
rather a search for means to strengthen 
the present Lobby Registration Act. He 
claims that only about a third of the 
groups—and one-fifth of the individuals 
—engaged in lobbying have registered in 
compliance with the law. 

Although bolstered with a new $45,- 
000 appropriation, the committee is not 
expected to cause the stir in behalf of the 
administration which had been originally 
anticipated. The chairman made the in- 
teresting observation that he considers 
lobbying “necessary and essential.” As- 
sistant Budget Director Roger W. Jones 
and Assistant Comptroller General 
Frank H. Weitzel both testified that 
while the government itself, as well as 
private lobbyists, applies great pressure 
to influence Congress, it is an almost 
impossible job to check on such govern- 
ment activity. 
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Interior-F PC Scrimmage 


HE Department of Interior’s tussle 

with the Federal Power Commis- 
sion, over the latter’s authority to grant 
licenses to private power companies, has 
become triangular in shape. On one side, 
Interior will further resist an FPC ex- 
aminer’s recent decision awarding a li- 
cense to the Virginia Electric & Power 
Company to proceed with a hydroelectric 
development in the Roanoke Rapids area. 
Interior is moving to have FPC reopen 
the case. 

On the second side, there is Interior’s 
dispute with the commission in the 
Kings river case in California, where 
the commission already has granted a li- 
cense to the Pacific Gas and Electric 
Company. Secretary Chapman prevailed 
upon the commission to grant rehearings 
in the case in order that he might per- 
sonally argue that the commission has 
no right to issue a license to a private 
company over the objection of the In- 
terior Department. Finally, the issue 
originally raised by the Idaho Power 
Company over the right of FPC to li- 
cense private company construction of 
lines over government lands is marking 
time pending a Federal court hearing 
next month in a similar case involving 
the Pacific Power & Light Company. 


& 
SEPA Policies 


—- Department’s new South- 
eastern Power Administration is pre- 
pared to let public distribution agencies 
have access to Federal power at the bus 
bar in the area of its operations. This 
was the reported attitude of Ben Creim, 
newly installed chief of the new organ- 
ization, in a closed door session of the 
American Public Power Association 
convention held in Washington early this 
month. Creim was understood to have 
assured the APPA gathering that the 
recent Georgia Power Company contract 
for taking all the power from Allatoona 
(Georgia) dam is not to be viewed as a 
pattern for SEPA policy in the future. 
Headquarters for SEPA have been es- 
tablished at Elberton, Georgia. 
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Exchange Calls 
And Gossip 


The Cutin Funds for REA Rural 
Phone Loans 


HE Rural Electrification Adminis- 

tration is showing some concern 
over its new rural telephone program. 
The obvious reason is the recent action 
of the House Appropriations Committee 
in halving President Truman’s budget 
request of $50,000,000 for new lending 
authority in fiscal 1951. Another com- 
plication is the committee’s action slash- 
ing REA administrative funds, ear- 
marked for building up a telephone loan 
staff. The cut was from $2,100,000—pro- 
posed—to $900,000. REA’s original pro- 
gram planned for a telephone loan staff 
of about 250 by July Ist, using a de- 
ficiency appropriation of $100,000 now 
pending before Congress. 

When the committee slashed funds for 
the coming year, REA became doubtful 
over prospects of having the deficiency 
request granted. Apparently the House 
committee feels that a telephone loan staff 
of about 135 is enough to handle such 
loans as REA will be able to make under 
the new law during the coming year. 

There is some talk around the Wash- 
ington rialto about “outside pressure,” 
as being responsible, in part at least, for 
the cut in telephone loan funds. It is 
noted that the House committee did not 
disturb the rural electrification budget 
of $500,000,000-$350,000,000 for new 
loans, plus $150,000,000 in new contract- 
ing authority. This would seem to indi- 
cate that economy may not have been the 
sole objective in the committee’s mind 
when it pared the telephone loan funds. 
The hard facts, however, are that REA 
thus far has not been too successful in 
getting a large number of interested tele- 


phone companies to qualify for rural tele- 
phone loans under the strict REA re- 
quirements “for area coverage and mort- 
gage equity to secure loans.” There are 
plenty of applications on hand, but the 
question mark intrudes on the point of 
whether more than a fraction of them 
could qualify for loans under REA’s 
rather strict qualifications. 

By April 1st, between 335 and 350 ap- 
plications for telephone loans had reached 
REA. The two main problems of quali- 
fication for would-be borrowers have to 
do with REA requirements as to “area 
coverage” and the amount of equity 
needed to cover the risk of the loan. 


* 
FCC Key Appointments 


HE Federal Communications Com- 

mission recently made the following 
key appointments in its common carrier 
bureau, effective April 3rd, in connec- 
tion with the commission’s functional re- 
organization announced last month: 

Jack Werner, assistant chief of the 
common carrier division, bureau of law, 
to be chief of the international division, 
common carrier bureau. 

Marion H. Woodward, assistant chief 
engineer and chief of the common car- 
rier division, bureau of engineering, 
made chief of the international division, 
common carrier bureau. 

John R. Lambert, chief of the tariffs 
and telephone rates branch, bureau of ac- 
counting, to be chief of the telegraph di- 
vision, common carrier bureau. 

Curtis M. Bushnell, field division, bu- 
reau of accounting, to be chief of the tele- 
phone division, common carrier bureau. 

Charles R. Makela, chief of the field 
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division, bureau of accounting, now chief 


of the field coérdination unit, common 
carrier bureau. 

Alexander Ueland, common carrier 
branch, economics and statistics division, 
bureau of accounting, made chief of the 
common carrier statistical division. 


* 


Accord Covers Sixty Days 


A% possibility of a union-sponsored 
interruption of local telephone serv- 
ice in the metropolitan area was put off 
for sixty days recently when the union 
representing 19,000 operators agreed to 
an extension of its contract with the New 
York Telephone Company. A similar ex- 
tension had been authorized several days 
previous by the union representing the 
company’s 15,000 plant employees. 

The two unions are not affiliated with 
the Communications Workers of Amer- 
ica, CIO, which agreed in February to 
defer a scheduled strike until April 25th. 
Postponement of the national tie-up was 
made at the request of President Truman 
to permit more time for negotiations and 
mediation. 

Extension of the agreement covering 
New York operators was authorized by 
400 delegates at a meeting of the Tele- 
phone Traffic Union, independent. Mrs. 
Marion Horn, president of the union, 
said the group’s action would permit bar- 
gaining to continue until June 2nd. The 
executive committee was empowered to 
enter into any further extension it might 
deem necessary to win an acceptable con- 
tract. 

Mrs. Horn said the company had re- 
jected the union’s demands for an in- 
crease of $5 a week in the present week- 
ly wage scale of $35 to $52 and for a cut 
in working hours from forty a week to 
thirty-five. The union also is seeking im- 
provements in pensions and vacations. 

The United Telephone Organizations, 
independent, which represents workers 
in the New York Company’s plant de- 
partment, arranged for an extension of 
its agreement late last month, according 
to Henry Mayer, counsel. He said the 
contract would expire on April 3rd. 
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Recommendations of a compulsory ar- 
bitration board appointed by Governor 
Driscoll of New Jersey to consider a dis- 
pute between members of the CIO union 
in his state and the New Jersey Tele- 
phone Company were expected to set a 
pattern for settlement of the New York 
telephone disputes. 


* 
FCC to Set up Disaster Network 


HE Federal Communications Com- 

mission last month moved to set u 
a nation-wide emergency radio networ. 
to function in any large-scale disaster 
such as a surprise attack on the United 
States. 

An informal conference of radio sta- 
tion operators has been called for June 
5th and 6th in Washington, D. C., to 
work out operating details. The plan was 
first suggested by FCC in 1945, but was 
temporarily laid aside in the mass of 
postwar work necessary to get the broad- 
casting industry in full peacetime swing 
again. 

Commission officials said the network 
is intended to maintain communications 
over wide areas in any disaster, includ- 
ing floods, earthquakes, hurricanes, ex- 
plosions, or armed attack, which may 
destroy or cut off normal contacts. It may 
not be employed in strike situations. 

A special broadcasting band—1,750 to 
1,800 kilocycles—has been set aside for 


the purpose. 
* 


Phone Strike Threatened 


bie A. BEIRNE, international presi- 
dent of the CIO Communications 
Workers, sounded the call to arms to the 
320,000 Bell system employees he heads 
as he addressed the thirteenth annual 
convention of the Pennsylvania Indus- 
trial Union Council (CIO) at Pittsburgh 
last month. If and when the strike comes, 
the telephone leader said, the aim of the 
union will be to “destroy” telephone serv- 
ice. 

“There will be a strike in the Bell sys- 
tem and it will be a rugged one. It will be 
vicious. It will be wicked,” he said. 
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He appealed for newspaper support for 
the predicted strike. “I wish just once,” 
Beirne said, “that the newspapers, in 
writing the story of a strike, would come 
right out and say that the union is right.” 

Allan Haywood, CIO director of or- 
ganization, also spoke. He branded the 
independent unions as “social clubs fi- 
nanced by the corporations.” Mr. Hay- 
wood also ripped into the old, left-wing 
United Electrical Workers, as well as 
other left-wing unions which have been 
kicked out of the CIO. 

CWA has been negotiating for a con- 
tract with the American Telephone and 
Telegraph Company for some months. 
It has called a strike but, at the request 
of President Truman, agreed to a truce 
which was to expire on April 25th. The 
union has demanded a “substantial” wage 
increase and shorter workweek. 

Both Beirne and Haywood served no- 
tice on telephone workers in Pennsyl- 
vania that they would be the object of a 
gigantic organizing drive later on. Most 
Pennsylvania telephone workers now be- 
long to independent unions. 


- 
Phone Rates Hiked 


HE Virginia State Corporation Com- 

mission last month ordered a $3,- 
559,000-a-year general rate increase for 
the Chesapeake & Potomac Telephone 
Company, effective April 1st. 

The boosts will mean 25 to 75 cents 
more a month on single and 2-party resi- 
dence phones and 25 to 50 cents more 
for 4-party lines. Individual and 2-party 
business rates will go up 50 cents to 
$1.50. Rural residential rates were in- 
creased 25 to 75 cents a month, and rural 
business rates 75 cents to $1.25. 

The increase was the third granted the 
company since January, 1947, for a total 
of $7,708,000 in added annual gross reve- 
nues. In a dissent appended to the order, 
Chairman King argued for an increase 
of only $2,751,216. The difference be- 
tween this and the company’s request he 
would have distributed among the or- 
dinary business and residential subscrib- 
ers, 
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Color Television Ready 


age age BROADCASTING SYSTEM is 
ready to begin broadcasting color 
television from New York city immedi- 
ately if the Federal Communications 
Commission approves the CBS color sys- 
tem. 

Frank Stanton, president of CBS, 
made this statement last month at the 
FCC’s hearings on color television sys- 
tems. Mr. Stanton called for a “clean- 
cut decision” by the commission as soon 
as possible. He said CBS is ready to offer 
its color programs to all interconnected 
stations. He added that within three 
months after approval of the CBS system 
Columbia would broadcast at least twen- 
ty hours of color a week. 

The CBS president also predicted that 
there would be 100 per cent color tele- 
vision broadcasting within two years 
after the FCC approves Columbia’s sys- 
tem. 

Mr. Stanton said the CBS plans are 
based on the “assumption that the growth 
of color will occur under conditions of a 
normal economic climate and one in 
which free and natural competition will 
exist among broadcasters, manufactur- 
ers, and sponsors.” He also emphasized 
that if the FCC adopts any other color 
system, CBS will codperate “wholeheart- 
edly in an attempt to broadcast color pro- 
grams under that system and its stand- 
ards.” 

The FCC also has before it color sys- 
tems sponsored by Radio Corporation of 
America and Color Television, Inc. 

A new all-electronic 3-color television 
picture tube, proclaimed as the “key” to 
future practical reception in homes. of 
color television, was demonstrated pub- 
licly in Washington recently for the first 
time by engineers of the Radio Corpora- 
tion of America. Performance of the tube 
in the demonstration was described by 
RCA as showing beyond doubt that the 
only missing link to general use of color 
television had been discovered and de- 
veloped. 

The new color system was acclaimed 
as “miraculous, both from the scientific 
and artistic standpoints.” 
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Utility Financing 

6 table on pages 565, 566, lists the 

principal utility security offerings 
made to the investing public and to stock- 
holders since the date of our last com- 
pilation (December 8th ForTNIGHTLY, 
page 817). The list reflects over a billion 
dollars of sales in about five and a half 
months—$312,000,000 mortgage bonds, 
$281,000,000 debentures (including 
$200,000,000 American Telephone and 
Telegraph), $128,000,000 preferred 
stocks, $267,000,000 common stocks 
sold through subscription (underwritten 
in many cases), and $72,000,000 other 
new money equity financing. In addition, 
there were sales of utility common stocks 
by holding companies (or others) 
amounting to $55,000,000. The notable 
point is that the utility companies have 
continued to take advantage of favorable 
stock market conditions to make sub- 
stantial sales of common stock, thus im- 
proving their equity ratios. There was 
comparatively little financing through 
sale of convertible issues. 


* 


Growth of the Electric 
Power Industry 


_— “log-scale” chart on page 569 
compares the phenomenal growth 
of the electric light and power industry 
in the United States with that of indus- 
trial production and population. (There 
are no very reliable data for the electric 
power industry prior to 1920, and the 
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estimates used in the chart are based on 
the 5-year Census figures.) The rapidly 
accelerating output of electric power 
helps to explain the country’s great in- 
dustrial growth as compared with the 
slower gains in population. 


> 


The Hydroelectric Companies 
And Rain Making 


LENTIFUL rainfall—or the lack of it 

—has a great deal to do with the 
earnings of Pacific Gas and Electric and 
panies. In the past two or three years 
recurring droughts have curtailed the 
earnings of Pacific Gas and Electric and 
some of the New England companies. On 
the other hand, Idaho Power has a steady 
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flow of water in the Snake river, from 
melting snow in the mountains. South- 
ern Company’s earnings may swing 15-20 
cents a share depending on rainfall; 
South Carolina Electric & Gas is in simi- 
lar position. Hence the precipitation maps 
issued by the Weather Bureau (“Weekly 
Weather and Crop Bulletin, National 
Summary,” obtainable from the Govern- 
ment Printing Office for $3 per annum) 
are a useful adjunct for the security ana- 
lyst who tries to forecast the earnings of 
the hydroelectric companies. Investor in- 
terest in the stocks of these companies is 
indicated by pending formation of a new 
investment trust, Natural Resources 
Fund, Inc., which will include stocks of 
the hydro companies. 

Recent publicity regarding the rain- 
making plans of New York city calls at- 
tention to the possibilities that the hydro 
companies may in future be able artifici- 
ally to increase their water reserves. In 
this connection California Electric Power 
is reported to have been “seeding” clouds 
with silver iodide or dry ice by plane 
over the High Sierras during the past 
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two years. It is said that the company 
can “pin point” the manufactured rainfall 
directly onto its water storage basins. It 
is estimated that the company has ob- 
tained about $56,000 worth of power (at 
cost of steam generation) in two years’ 
time. 

The major obstacle to rain-making 
plans is, of course, the fear of legal action 
by neighboring areas or states to prevent 
diversion or damage, and such litigation 
is currently plaguing New York city. 
California Electric feels that it can refute 
any such claims. 

* 


Consumer Debt Increasing 
Rapidly 


g electric and gas utility compa- 
nies have little direct stake in the 


problem of consumer credit since their 
customers usually pay their bills in good 
times and bad, without much delinquen- 
cy; the service charge has almost first 
call on the family budget. However, they 
do have an indirect interest because 
much of the increase in residential sales 


PRINCIPAL PUBLIC OFFERINGS OF UTILITY SECURITIES 
November 17, 1949, to April 10, 1950 


Price Price % Offer- 

Amount To To Gross ing Moody 

Date Mill. Description Company Public Spread YVield# Rating 
Mortgage Bonds 

11/17 $3 Madison G, & E. Ist 28s 1979 ............ $100.29 $100.88 6% 2.57% Aa 
11/17 2 Missouri Pr. & Lt. Ist 2%s 1979 .......... 100.06 101.00 9 2.70 A 
11/22 10 Conn. Lt. & Pr. Ist & Ref. 23s 1984 ...... NA 102.23 — 2.65 Aaa 
12/1 10. Gedf Sts. Well. Let Zoe FOGO coc cccsccccces 102.15 10258 4 2.63 Aa 
12/1 41 Louisville G. & E. 1st 2#s 1979 ........... 101.89 102.38 5 2.64 Aa 
12/8 8 Iowa Pr. & Lt. Ist 23s 1979 ...........2. 102.02 102.50 5 2.63 Aa 
2/16 «613 Central Til. Le, let 268 1979 2.0... .ccccscccs 100.46 100.94 55 2.58 Aaa 
12/14 11 Penn. Elec, Co. Ist 2%s 1979 ............ 100.32 10081 5 2.71 A 
1/12 3 Lawrence G, & E. Ist 28s 1979 ........... 100.06 100.52 55 2.60 Aa 
1/19 40 Niagara Mohawk Pr. Gen. 2%s 1980 ..... 101.27. 101.85 6 2.66 A 
1/26 25 United Gas Corp. Ist & Coll. 2%s 1970 .... 101.12 101.54 4 
2/17 18 Southern Union Gas Ist S. F. 2%s 1975 ... NA 10200 — 
2/20 2 Lake Superior Dist. Pr. 1st 2%s 1980 ...... 100.16 100.75 6 
3/8 35 Detroit Edison Ref. 2?s 1985 ............ 101.89 102.27 4 
3/9 3 Mississippi Pr. lst 2%s 1980 .............. 100.43 10102 6 
3/15 3 Penn. Power Ist 23s 1980 ............... 100.73 101.25 55 
3/23 25 Appalachian El, Pr. 1st 23s 1980 ........ 102.44 102.95 5 
3/22 8 Jamaica Wt. Supply Ist 2%s 1975 ........ 101.63 102.25 6 
3/30 12 Northern Ind. P. S. Ist 2%s 1980 ......... 102.23 102.54 3 
46 15 Georgia Pr. Ist 23s 1980 ............0008 101.64 102.13 5 
4/6 7 Metropolitan Ed. Ist 23s 1980 ........... 101.29 101.64 4 
4/10 18 Boston Edison Ist 2%s 1980 ............. 102.08 10263 <5 
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Price 
Amount i 0 
Date Mill. Description Company 
Debentures and Notes 


11/23 $6 Central Hudson G, & E. Conv. Deb. 2s - = 2 
12/9 6 Central Pr. & Lt. S. F. Deb. 23s 1974 . 


1/11 49 Common, Edison S. F. Deb. 2%s 1999 . 90.58 
2/1 200 Amer. T. & T. Deb. 2%s 1979 ............ 100.43 
3/15 15 New Jersey Bell Tel. Deb. 2%s 1990 ...... 102.10 
Preferred Stocks 
11/17 $2 Missouri Pr. & Lt. 4.30% Pfd. ........... $100.07 
S5758 TB Gok. UA BP Be Oo vec cvcccccaes NA 
12/14 7 Pew, Bet, Sie Fle. occ ccccscccccccse 101.06 
1/10 10 Pacific Ltg. Corp. $4.40 Pfd. ............ NA 
1/19 5 Michigan Assoc. Tel. $2.70 Pfd. ......... 47.40 
1/25 41 Pacific Gas & Elec, 4.80% Pfd........... 26.35 
2/17 3 Southern Union Gas 44% Pfd. .......... NA 
2/17 2 New Jersey Power & Light 4.05% Péd. 100.82 
3/8 3 Otter Tail Power $4.40 Pfd. ............ 98.25 
3/8 10 Virginia Elec. & Power $4.04 Pfd. ....... 100.62 
3/16 1 California Water & Tel. $1.25 Pfd. ...... 23.40 
3/30 6 Monongahela Power $4.50% Pfd. ........ 100.69 
4/4 10 Tennessee Gas Trans. 4.60% Pfd......... 101.75 
4/6 15 Illinois Power 4.08% Pfd. ............... NA 
4/6 3 Metropolitan Edison 3.85% Pfd. ......... 100.36 
Common Stocks—Subscription Rights* 
11/22 4 Rochester Gas & Elec, ($2.24) .......... (a) 
11/23 8 American Natural Gas ($1.20) .......... (a) 
11/30 4 Florida Power Corp. ($1.20) ........... (a) 
12/1 Oe CS SN OD. os. bdo ee csbvicgesaKevies (a) 
1/31 16 Consumers Power ($2) ........cccccces (a) 
12/20 2 Montana-Wyoming Gas Pipeline ........ (a) 
1/18 5 Southwestern Pub. Ser. ($2.20) ........ (a) 
11/2 9 Central & South West (90¢) ........... (a) 
2/9 1 Lake Superior Dist. Power ($1.40) ...... (a) 
3/15 16 Cincinnati Gas & Elec. ($1.80) .......... (a) 
3/14 SO Pacific Gas & Elec. ($2) <......cccccces (a) 
4/5 5 Delaware Power & Light ($1.20) ........ (a) 
3/27 18 Mountain States Tel. & Tel. ($6) ....... (a) 
3/21 81 Pacific Tel. & Tel. Oe eet oe Met (a) 
1/30 2 Southern Union Gas (80¢) ............. (a) 
3/28 10 Southern New England TL. ($1.80) . (a) 
Common Stocks—Other New-money Seine 
12/1 $18 Southern Company (80¢) .............. $11.58 
T/IR. TR Beis SOR CHRIS) cc ncceccccsccccves 18.55 
1/24 4**Columbia Gas System (75¢) ............ 12.25 
3/1 6 Gulf States Utilities ($1.20) ............ 23.20 
3/1 3 Louisville Gas & Elec, ($1.80) .......... 33.00 
3/8 3 Otter Tall Power (90.50) ...csccccccecs 19.05 
3/16 1 California Water & Tel. ($2) ............ 27.55 
3/15 7 Carolina Power & Light ($2) ............ 32.40 
3/16 1 West Coast Telephone ($2) ............. NA 
3/22 10 Texas Utilities Co. ($1.28) ............. 24.27 
4/5 7 San Diego Gas & Elec. (80¢) ........... 13.25 
Common Stocks—Noncompany Sales 
3/3 $3 Upper Peninsula Power ($1.20) ......... $ NA 
= ae eS 8 22.88 
Ve © FE: Ge SOM Svc ccicccsccsses NA 


Price 
To 
Public 
$100.90 
99.63 
100.25 


100.80 
102.46 


$101. - 


14.00 


$14.13 
24.25 
18.25 


% Offer- 
Gross ing 
Spread Yield# 
8% 1.90% 
4 2.90 
Bs 2.74 
4 2.70 
A 2.65 
1.1% 425% 
a 3.97 
1.5 3.95 
— 4.35 
5.2 5.40 
3.8 4.40 
_ 4.58 
A 3.95 
28 4.36 
im 3.95 
47 5.11 
1.8 4.40 
3.2 4.40 
— 400 
1.6 3.78 
— 76% 
— 4.3 
— 71 
— 63 
— 59 
— 70 
— 790 
a 6.3 
— 6.4 
= 6.7 
— 57 
—- 6.0 
— 70 
—- 4.6 
— 72 
3.2% 6.7% 
3.1 58 
3.1 5.9 
2.9 5.0 
3.0 5.3 
6.3 7.4 
Sa 6.9 
3.4 6.0 
— 6.7 
3.0 5.1 
So a 
— 85% 
6.0% 5.4 


Moody 
Rating 


"Offering date is considered to be the record date for subscription rights; some issues are 
underwritten and amounts may be “laid off” at intervals by underwriters during the subscription 
period. **Balance of unsubscribed offering to stockholders of May, 1949. +Unit consisting of 
$25 interim note and 6/10 share of common stock. # Yield to maturity for bonds. (a) Net 
to company would be subscription price less registration and issuance costs and underwriting 
commission, if any, NA—Not available. 
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of electricity is due to the rapid gain in 
the use of appliances. Many of these ap- 
pliances are bought on the instalment 
plan, and credit terms in many cases 
have been eased considerably since dis- 
continuance of the Federal Reserve re- 
quirements; in fact some items can be 
purchased without any down payment. 
Recent reports indicate that the con- 
sumer is taking full advantage of these 
easy buying terms—is he perhaps over- 
doing it? 

In 1945 consumer credit outstanding 
amounted to only about $6.6 billion but 
the amount has now tripled to an esti- 
mated $19 billion. Mortgage debt (for 
nonfarm dwellers) increased more slowly 
from $19 billion to $37 billion. During 
the same period personal liquid assets 
have increased from $155 billion to $177 
billion. The ratio of consumer debt to 
liquid assets dropped from 52 per cent 
in 1939-40 to 18 per cent in 1945—since 
there was a dearth of new automobiles, 
houses, and appliances; but now it has 
risen to around 32 per cent, and at the 
present rate of increase in five or six years 
it will again reach the prewar level. While 
the old ratio may have been abnormally 
high, there seems little need for immedi- 
ate concern over the present upward trend 
of the ratio so far as consumer solvency 
is concerned. However, it should be rec- 
ognized that any steady increase in the 
debt ratio may be abnormal if it persists 
too long. It is difficult to tell just at what 
point consumers will have satisfied their 
war-deferred requirements. At that point, 
it would be advisable to restore the brakes 
on consumer spending by requiring heav- 
ier down payments and shorter instal- 
ment periods. 


> 


Montana Power Company 


Cr Sparks of Kidder, Peabody 
& Co. has prepared an 18-page 
study on Montana Power Company, call- 
ing attention to that company’s interest- 
ing features, from which we summarize 
as follows: 

The company is a hydroelectric utility, 
and its power cost of 6 mills per kilowatt 
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hour is one of the lowest among private 
utilities. With a good supply of natural 
gas and fuel oil within the state, the com- 
pany’s over-all energy cost of 7.8 mills 
is among the lowest (if not the lowest) 
for any private utility, according to Mr. 
Sparks. 

While the territory is not outstanding 
as to growth over the past two decades, 
the company has been able through its 
use of low-cost hydro power and natural 
gas to obtain an increase of 127 per cent 
in net income since 1939, as compared 
with 41 per cent for the electric industry. 
Moreover, the company during the 10- 
year period has reduced its funded debt 
from $60,000,000 to $39,000,000, and 
fixed charges have been reduced 62 per 
cent. As a result of these two factors the 
company is now able to carry 27 per cent 
of revenues down to net, an unusually 
high ratio, which compares with 7 per 
cent for some of the big eastern companies 
like Consolidated Edison and Public 
Service Electric & Gas. Earnings per 
share have increased from 92 cents in 
1939 to $2.59 for 1949 (on an adjusted 
basis), an increase of 181 per cent. 

While the company will have to do the 
usual construction financing during the 
next two years, it appears likely that 
little or no dilution of the common stock 
equity will be necessary. The present 
equity ratio is 42 per cent (or 34 per 
cent if the contingent property reserve is 
included). 


HE company’s territory includes 

most of Montana’s urban centers and 
large industries, the area including 70 per 
cent of the state population. While the 
economy of the state is principally farm- 
ing and mining, the average per capita 
income is 27 per cent above the national 
average. 

About 27 per cent of the company’s 
sales are from its business with the Ana- 
conda Copper Mining Company, to which 
it sells both electricity and gas. Minimum 
annual revenues obtainable under Ana- 
conda contracts exceed the company’s 
fixed charges by $700,000. While in past 
business depressions the power company 
has been hurt by the reduced activity of 
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Anaconda Mining, this is now less im- 
portant because of the much larger pro- 
portion of farming, residential, and com- 
mercial business. Moreover, new devel- 
opments in mining, such as use of the 
block-caving method for obtaining low- 
grade copper ore, involve increased use 
of electricity. Also, if the demand from 
Anaconda should decline the surplus 
power could be sold to other utilities for 
about two-thirds of the rate now received. 

The company’s natural gas division, 
which supplies about 20 per cent of the 
revenues, is expanding rapidly, and 40 
per cent of the 1950-51 construction pro- 
gram is earmarked for the gas division. 
Also, the company’s reserves are located 
near Alberta (Canada), where huge re- 
serves of natural gas have been devel- 
oped; when the Canadian fields are 
opened up for export, Montana should 
be in a strategic marketing position. 

Due to the distribution of Montana 
Power shares along with those of the 
other subsidiaries of American Power & 
Light Company to the preferred and com- 
mon stockholders of the latter on Febru- 
ary 15th, the stock is still in process of 
market seasoning. It has been selling re- 
cently at 223, or 8.5 times the adjusted 
earnings for the twelve months ended 
February 28th of $2.69 a share. The stock 
yields 6.12 per cent based on the divi- 
dend of $1.40, which represents only 52 
per cent of the earnings. 


> 
New England Leading the 


Procession 


N recent weeks the New England area 
has been showing larger gains in elec- 
tric output over last year than any other 
major geographic area, according to the 
bulletins of the Edison Electric Institute. 
For the week ended April 5th, for ex- 
ample, New England showed an increase 
of 14.9 per cent compared with an aver- 
age of 9.9 per cent for the United States. 
This is interesting considering the re- 
cent hints by Washington of a “power 
shortage” in New England and the re- 
ported pressing needs for the develop- 
ment of Federal hydro projects in that 
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area. Possibly the figures are explained 
by last year’s poor showing, when New 
England was running well behind the 
procession. These erratic trends are 
doubtless due in part to the vagaries of 
the weather and the resulting supply of 
hydroelectric power, together with the 
varying activity of the shoe and textile 
industries which are so important in New 
England. At any rate this year’s gains 
are reassuring and indicate that New 
England isn’t really on the down grade. 

In the March bulletin of the Edison 
Electric Institute, S. R. Knapp, executive 
vice president, Connecticut Light & Pow- 
er Company, takes up the cudgels for New 
England. He points out that the area 
has enjoyed a net gain of over 1,000 man- 
ufacturing enterprises since 1945; and 
that the “value added by manufactur- 
ing” (the Census yardstick) in New Eng- 
land was almost three times as large in 
1947 as in 1939. He might also have 
added that during 1940-48 New England 
enjoyed a bigger gain in population (10 
per cent) than all the rest of the United 
States, excluding the three Pacific coast 
states (8 per cent). Mr. Knapp states: 


During and shortly after the war, 
the proponents of Federal power de- 
velopment in this area made the false 
claim that it was needed to alleviate a 
power shortage. . . . More recently, 
emphasis has been placed on the fact 
that electric power costs are higher in 
New England than the average for the 
country as a whole. . . . Since public 
attention has been drawn to the fact 
that the average cost of electricity for 
industrial power purposes in Connecti- 
cut was 69 per cent above the national 
average in 1948, I would like to ex- 
plore that point briefly. There are three 
reasons for the substantial differential: 

1. The national average includes 
the sales from all Federal power 
projects such as TVA, Bonneville, 
and many others, which in effect is 
subsidized power in that it does not 
include taxes comparable to those 
paid by the private utility industry; 
and it is financed at low interest 
rates—in many cases below that 
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which the government pays for 
money and in others it pays no in- 
terest at all. 

2. The national average includes 
large amounts of naturally low-cost 
hydro power, such as that produced 
at Niagara Falls and in many areas 
in the Pacific Northwest. 

3. There are substantial cost dif- 


2 


ferentials in the facilities and mate- 
rials used in the supply of electric 
service, the most obvious being the 
cost of the fuel. In 1948, according 
to the Federal Power Commission, 
the cost of fuel in New England was 
as much as ten times the cost of fuel 
used in power generation by one 
large plant in Texas. 


DIVIDEND-PAYING ELECTRIC UTILITY STOCKS 


4/4/50 Indicated 


Share Earnings Price- 


rice Dividend Approx. Cur. Prev. % In- Earn. 


bout Rate 
Revenues $50,000,000 or over 


American Gas & Elec. 
Boston Edison 

Central & South West .... 
Cincinnati G. & E. 
Cleveland Elec. Illum. 
Commonwealth Edison .... 
Consol. Edison of N. Y. ... 
Consol. Gas of Balt. 
Consumers Power 

Detroit Edison 

Duke Power 

General Pub, Util. 

Middle South Util. 

New England El. System .. 
Niagara Mohawk Power .. 
North American 

Northern States Power ... 
Ohio Edison 


Penn. Power & Light 
Philadelphia Elec. 

Pub. Serv. E. & G. 

So. Calif. Edison 

Southern Co. 

Texas Utilities 

Virginia Elec, & Power ... 
West Penn Elec. .......... 
Wisconsin Elec. Power .... 
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Averages 


Revenues $25-$50,000,000 
Carolina P. & L. 

Central Ill. P. S. 
Connecticut L. & P. 
Dayton P. & L. 

Florida P. & L. 

Houston L. & P. 

Illinois Power 

pees Clty F. SL. ..... 
Long Island Fighting law \BOEst. 
Louisville G. & 1.80 
New England G yen is .90 
New Orleans Pub. Ser. ... 2.25 
eS  ) & 1 See 1.70 
Northern Ind. P. S. 1.40 
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teld Period Period crease Ratio Stock 


Jo re "Ss .98** 8% ss 
1.40d** 1.26** 
2.72d** 2,14** 
3.06d** 
2.13d 
2.22d 
1.52d** 
2.50£** 

1.83{** 
8.36d 
2.00d 
1.88£** 
1.30d** 
1.94d 
1.40d 
1.03d** 
3.03 
71.71d** 
2.25£** 
1.81d** 
2.25d** 
3.17d** 
1.20£** 
2.06£** 
1.64£** 
3.31PF 
1.89d** 1.69** 12 
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% $2.98f** $2.43** 
1.55d** 1.46** 
3.76f** 3.51** 
2.78d** 2.19** 
2.17d** 1.78** 
3.82f** 3.07** 
3.03f** 2.91** 
1.93f** 1.90% 
1.144 88 

2.95 
1.27** 
2.78 
2.01** 
1.95** 
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— 4/4/50 perme | 3 Shape Borate = {vice 
(Conthaned} About Rate. “Yield Period Period crease Ratio 
Potomac Elec, Power .... 16 ‘ 5.6 1.15d** .96** 20 13.9 
Pub. Serv. of Colo, ....... 53 ‘ 4.73d** 4.07** 16 11.2 
Pub. Serv. of Ind. ........ 29 243" 225" 8§ 119 
Puget Sound P. & L...... 16 1.73) 1.54 12 92 
Rochester G. & E. ........ 33 2.28d** 2.42** D6 14.5 
West Penn Power 32 2.13d 2.44 Di3 15.0 
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Averages 


Revenues $10-$25,000,000 


Atlantic City Elec, ........ 
Birmingham Elec, ........ 
Central Ariz. L. & P. ..... 
Central Hudson G. & E. .. 
Central il, B..@ G. 2... 
Central Illinois Lt. ........ 
Central Maine Power 
Columbus & S, Ohio El, .. 
Connecticut Power 
Damien: FW Ba sdcis cess 
Florida Power Corp. ..... 
Gulf States Util. .......... 
Hartford Elec. Light 

Idaho Power 

Indianapolis P. & L. ...... 
Interstate Power 

Iowa Electric L. & P. ..... 
Iowa Pub. Serv. New ..... 
Iowa-Illinois G. & E. ...... 
Iowa Power & Light 
Kansas Gas & Electric .... 
Kansas Power & Light ... 
Kentucky Utilities 
Minnesota P. & L. ...:.... 
Montana Power 

(Mountain States Power ... 
Oklahoma G. & E. ........ 
Portland Gen, Elec. ....... 
ig 2 eg Sh Ser 
San Diego G. & E. ........ 
re 
So. Carolina E. & G. ...... 
Southwestern Pub, Serv. .. 
Tampa Electric 

Co 2 Se 
Utah Power & Light 
Western Mass, Cos, ....... 
Wisconsin P. & L. ........ 


nN 


0% $1.56f** $1.44** 8% 128 
32f** = 1.31** D66 -- 
1.14£** 1,07%* 11.4 
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Averages 


Revenues $5-$10,000,000 


California Elec. Pr. ....... 
Calif. Oregon Power 
Central Vermont P. S. .... 
Community Pub. Ser. ..... 
El Paso Electric 

Empire Dist, Elec, ........ 
Gulf Public Service 

Iowa Southern Util. ...... 
Lawrence G. & E. ........ 
re > Serer 
Madison Gas & Elec. ...... 
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% $$ 89d**$ .69** 29% 10.1 
2.02f** 2.02** — 12.4 
80F* = .50** 
406s 3.90 
3.33} 2.98 
1.97d** 1.79** 
1.39n** 1.26** 
2.15f** 1.72** 
2.98s — 
485d 5.02 
1.67ag _- 
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. 4/4/50 Indicated Share Earnings 
(Continued ) rice Dividend Approx. Cur. Prev. % In- 
About Rate teld Period Period crease 
Northwestern P. S. 10 1.20d 1.31 
Otter Tail Power 21 1.90d 1.64 
Penn. Water & Power .... 36 2.12d 4.80 
Public Ser. of New Mexico 19 1.51d 1.66 
Rockland L, & P. 10 63d 54 
St. Joseph Light & Pr. .... 25WD 1.90d 1.54 
Southern Ind. G. & E. 23 2.14£** 2.10** 
Tide Water Power 8 1.06£** 80 
Western Lt. & Tel. 28 2.33d** 2.10** 
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Averages 


Revenues under $5,000,000 


Arizona Edison 

Arkansas Missouri P. 
Bangor Hydro Elec. ...... 
Beverley G.& E. .......... 
Black Hills P. & L. 

Calif. Pacific Util. 
Central Louisiana El. 
Central Ohio L. & P. ...... 
Citizens Utilities 

Colorado Central P. ...... 
Concord Electric 

oO 3S 2 eee 
East Coast Electric ....... 
Fall River Elec. Lt. ....... 
Fitchburg G. & E. ........ 
Frontier Power 

Haverhill Elec. 

Lake Superior Dist. P. ... 
Lowell Elec. Lt. 

Maine Public Service 
Michigan Gas & Elec. 
Michigan Public Ser. 
Missouri Edison 

Missouri Public Ser. ...... 
Missouri Utilities 
Newport Elec. ............ 
Sierra Pac. Power 
Southern Colo. Pr. ....... 
Southwestern El. Ser. 
Tucson Gas, E.L.& P..... 
Upper Peninsula Power .. 
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$2.66s $1.30 105% 
199s 2.07 D4 
2.50d** 2.17** 
2.03s -- 
1.81j** 1.51** 
3.89£** 4.13** 
3.90d 2.74 
2.95d** 2.44** 
1.96d** 1.58** 
2.92d** 2.15** 
2.57d 2.17 
1.25d 1.47 D15 
1.44je** 1.64**D12 
3.55d 3.32 7 
2.78d 2.68 4 
84d 1.14 D26 
187s — _ 
3.37d** 1.00** 237 
2.73je =: -— 
1.50)** 1.11** 
2.12d** 
2.33s** 
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Averages 
Averages, five groups . 


Canadian Com panies*** 
Brazilian Trac. L.& P..... 
Gatineau Power 
Quebec Power 
Shawinigan Power 
Winnipeg Electric 


B—Boston Exchange. C—Curb Exchange. O—Over-counter or out-of-town exchange. 
S—New York Stock Exchange. E—Estimated. WD—When distributed. *Based on average 
number of shares outstanding. **Based on present number of shares outstanding. ***While 
these stocks are listed on the Curb, Canadian prices are used. je—June. ag—August. s—September. 
o—October. n—November. d—December. j—January. f—February. PF—Pro forma. # Nine 
months September. Does not fully reflect $4,000,000 gas rate increase effective November 28, 
1949, or electric rate increase of $8,800,000 recently granted. 
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What Others Think 


The Missouri River Basin 


LTHOUGH the passage of “valley 
A authority” legislation to centralize 
the development of river basin areas does 
not appear imminent, many Federal 
hydroelectric projects now under con- 
struction in the Missouri basin may 
eventually form a vast network grid of 
electric power along the backbone of the 
nation. 

Assistant Secretary of the Interior 
William E. Warne recently outlined the 
present activities and plans of the Fed- 
eral government in this area in a speech 
before a farmers’ day celebration at 
Chamberlain, South Dakota. He de- 
scribed the Angostura dam, the first ma- 
jor Reclamation dam to be completed in 
the Missouri basin project as “the van- 
guard of the one hundred or more dams 
on this biggest, most complex, and most 
significant construction project which 
our government has ever undertaken in 
peacetime.” 

The Interior official summed up the 
hydroelectric construction activity in the 
area as follows: 


(1) Fourteen Reclamation units 
are under construction in the Mis- 
souri basin. 

(2) Thirteen more are being start- 
ed this year and next. 

(3) Four major Reclamation dams 
are either completed or substantially 
so. 
(4) The Interior Department is 
spending $80,000,000 on this project 
during the current fiscal year. 

(5) The President is asking Con- 
gress for more than $100,000,000 for 
next fiscal year to cover the Bureau of 
Reclamation undertakings. 

(6) The Army Corps of Engineers 
is moving forward with construction 
of Fort Randall, Oahe, and Garrison 
dams. 
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‘Se joint project, as now envisioned, 
is calculated to ultimately produce 
2,500,000 kilowatts of installed hydro- 
electric capacity. Further investigations 
of potential power resources of the basin, 
from both hydro and fuel, are now being 
made. Warne told his South Dakota 
audience that power is “high on the list 
of national shortage items.” He stated 
further : “Perhaps, it is the highest of all 
on the South Dakota list. . . . The Mis- 
souri river basin project will help you to 
change all that as within your borders 
there is a potential but undeveloped hy- 
dro capacity of over 1,000,000 kilowatts.” 

The speaker stated that the Missouri 
river basin project, as now authorized, 
provided for development only of the 
most advantageous power-generating 
sites. The original power goals already 
have been expanded and it is now ob- 
vious that “we must search out and de- 
velop every hydro kilowatt that can be 
beneficially used in the Missouri river 
basin.” He added that huge fuel re- 
sources in the area will ultimately supple- 
ment and extend the power supplies. 

Warne cited the Federal Power Com- 
mission estimate that by 1970 the area 
will require more than 9,500,000 kilo- 
watts of capacity—approximately 4,000,- 
000 kilowatts more than the existing and 
presently planned fuel and hydro-gen- 
erating capacity. He emphasized that 
power is the paying partner of irrigation 
and that the irrigation potentialities of 
the basin cannot be developed to the full- 
est measure unless the sale of power 
brings in enough revenue to defray the 
irrigation costs. These costs exceed the 
farmers’ ability to repay from the 
products of their fields. The Interior 
official added: 


And the department is committed to 
complete financial as well as physical 
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integration of the power-generating 
and transmission facilities whether 
connected with Army or Reclamation 
dam plants. We believe that is what 
the Congress intended when the Flood 
Control Act of 1944 was enacted. 

Thus, the financial success, as well 
as the physical success, of this vast 
project calls for maximum develop- 
ment of your power resources. 


HE immediate prospects for South 

Dakota to receive hydro-generated 
power from the government’s system 
were then outlined : 


(1) Fort Peck dam is already in 
operation with two units having a com- 
bined capacity of 50,000 kilowatts. 

(2) By October, 1951, a third unit 
of 35,000 kilowatts capacity is expect- 
ed to be in operation. 

(3) Garrison and Fort Randall 
dams will be the main sources of proj- 
ect power for South Dakota. 

(4) Power will be available from 
Fort Randall in April, 1954, when a 
40,000-kilowatt unit will begin opera- 
tion. 

(5) By the end of 1955 Fort Ran- 
dall should have four units with 160,- 
000 kilowatts capacity. Garrison 
should have three units in operation 
in the same year with a combined 
capacity of 240,000 kilowatts. 

(6) The ultimate capacity of these 
plants will be 400,000 kilowatts for 
Garrison and 320,000 for Fort Ran- 
dall. Combined with the Fort Peck 
capacity, this will give a total installed 
capacity on the main stem of the Mis- 
souri river of about 900,000 kilowatts 
with an annual average output of near- 
ly 44 billion kilowatt hours—from 
facilities already in operation or under 
construction. 


Warne completed the summary of the 
South Dakota area potential by pointing 
out that, congressional appropriations 
allowing, Oahe dam will begin delivering 
power in 1959 or earlier and provide 
400,000 to 500,000 kilowatts capacity. 
The proposed Big Bend plant will yield 
another 120,000 kilowatts. 
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The Federal power spokesman then 
emphasized : 


Keep in mind this is not all firm 
power. However, as other power de- 
velopments are brought into produc- 
tion in other parts of the system, and 
as the units are linked together and 
tied into the system as a whole, the 
proportion of firm power available to 
all areas will greatly increase. One of 
the startling things we have learned 
from the last World War, is that pool- 
ing and coordination of power sup 
plies greatly enhance the efficiency and 
reliability of power, especially water 
power. 


Transmission Line Plans 


,.er= to the speaker, the Bureau 


of Reclamation plans to build and 
operate the main transmission lines to 
carry power from the generating plants 
to the wholesale “load centers.” He also 
noted that in order to provide the basin 
with the maximum measure of firm, de- 
pendable power, the entire main trans- 
mission system will be welded into a 
single, interconnected grid. Warne 
claimed that it is necessary for efficiency 
and reliability that this system be fully 
coordinated and integrated, and the op- 
eration be directed by a single dispatch- 
ing organization. He then described the 
grid system as follows: 


The strong backbone of this grid 
will be a main 230,000-volt loop which 
will run, generally north to south, 
from Garrison, North. Dakota, to 
Sioux City, Omaha, or perhaps farther 
south. The return part of the loop 
will run north, generally along the 
eastern state lines of South Dakota 
and North Dakota. The two parts of 
the loop will be connected together 
through ‘Fargo and Bismarck. A 
strong tie will also extend west from 
Garrison to Montana’s Fort Peck 
power development. 

There will also be loops and radial 
lines of 115,000 volts capacity. There 
may be lines of even lower voltage in 
some localities. 
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“THROCKMORTON HAS AN EXASPERATING HABIT OF LOOKING OVER 
OTHER PEOPLES’ SHOULDERS WHILE THEY WORK!” 


Some hints of a continued “super co- 
op” plan to supplement the hydro power 
in South Dakota with rural electrification 
generating plants and transmission lines 
were given by Warne when he observed 
that South Dakota has some particularly 
knotty problems to be solved before Fed- 
eral hydro power is to be used in that 
state. In this connection he cited the in- 
stance of twenty-one South Dakota rural 
electric codperatives sending representa- 
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tives to Washington to discuss these prob- 
lems with their congressional delegation, 
the REA, and the Bureau of Reclama- 
tion. 

He described the Bureau of Recla- 
mation as being sympathetic with these 
REA needs and “most happy” to help the 
cooperatives to meet them in every way 
possible. He referred to the current 
negotiations now going on between the 
Bureau of Reclamation and __ local 
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authorities involving the distribution of 
the Fort Randall dam power. 


— observed that the REA 
groups and others in the state are 
concerned about the prospect that the 
Bureau of Reclamation may make con- 
tracts for the “wheeling” of project pow- 
er over privately owned “feeder lines” 
to points of ultimate consumption. He 
told the group that such wheeling con- 
tracts are made only when line capacity 
is available and the rights of the prefer- 
ence customers are firmly protected by 
the contracts. He stated that when satis- 
factory agreements of this nature cannot 
be made, “it will be necessary to place 
before the Congress the question of 
building ‘feeder’ lines as part of the re- 
quired facilities of the project.” 

He noted that “wheeling” arrange- 
ments with the power companies in Mon- 
tana were entered into when it was found 
that the number of preference customers 
was not large enough to justify building 
government “feeder” lines and “the util- 


ity company would carry the current ata 
cost to the government as low as could 
be obtained by any other arrangement.” 
He added that the wheeling contracts 
under consideration for South Dakota 
contain provisions giving still greater 
protection to the preference customers 
and to the irrigation pump needs. Such 
contracts will not be signed “until there 
has been ample opportunity for all state 
interests concerned to make comment.” 

Assistant Secretary Warne concluded 
his transmission power line discussion 
by announcing that the Department of 
the Interior has either under initial con- 
struction or in the planning stage “back- 
bone” power transmission facilities, 
adequate to market all power from Fed- 
eral plants in the basin. If Congress pro- 
vides the necessary funds, Reclamation 
will start construction of the main tie 
line from Garrison dam to Fort Randall 
dam in the next year. Thereafter, plans 
to build transmission lines to the major 
load centers will depend on funds made 
available by Congress. 





Atomic Energy Reports 


ows Atomic Energy Commission re- 
ported recently that atomic power 
experiments at the Knolls Atomic Power 
Laboratory, West Milton, New York, 
had been temporarily deferred. The com- 
mission gave as its reasons: (1) the de- 
sire of the commission for firmer cost 
:stimates for construction of the reactor 
and supporting facilities, and (2) the 
demands of the expanded atomic energy 
production program which require addi- 
tional support by the Knolls Laboratory. 

The General Electric Company, con- 
tractor for the Knolls Laboratory, will 
continue laboratory development work 
and engineering design on the reactor 
and the preparation of firm cost estimates 
for the proposed construction at West 
Milton. 

The postponement will also enable 
General Electric to proceed with draw- 
ings and specifications to the point where 
a larger portion of the construction work 


on Power Development 


can be done under comparative fixed 
price contracts than would have been 
possible under the time schedule orig- 
inally set. 

Sumner T. Pike, acting chairman of 
the AEC, gave a report of the commis- 
sion’s activities in the field of atomic 
power in an address given at Mount 
Holyoke College on March 28, 1950. 
Pike developed the subject “Report on 
Atomic Energy for Peaceful Uses,” by 
discussing the answers to the two ques- 
tions most frequently posed to the com- 
mission : 


(1) Considering the troubled state 
of international relations, why should 
not the commission, for the time be- 
ing, discard all of its operations ex- 
cept those devoted directly to weapons? 

(2) Is not the commission’s pre- 
occupation with weapons holding back 
the necessary and desirable develop- 
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ment of atomic energy for peaceful 
purposes ? 


HE commissioner then outlined the 

work of the commission under two 
classifications : (1) weapons, (2) power, 
and (3) application of radio-active iso- 
topes and (1) manufacture, (2) re- 
search and development, and (3) educa- 
tion. Pike cautioned his audience that 
neither of these classifications is thor- 
oughly satisfactory since there is a con- 
tinual overlapping and shading off from 
one area to another. This sometimes re- 
sults in all three elements being present 
in the same operation. 

Under the first classification, Pike 
traced the work of the commission as 
follows : 

(1) Weapons. This covers the manu- 
facture, stockpiling, and continuous re- 
search and development work on atomic 
weapons with the ambition of having a 
greater market of more effective weapons 
than any possible rival. 

(2) Power. This work is already 
emerging from the laboratory and the 
design stage into preliminary construc- 
tion. Additional laboratory and design 
work will no doubt be necessary but the 
commission thinks that preliminary work 
has reached a point where actual con- 
struction experience is necessary. This 
construction will take the form of build- 
ing experimental machines whose opera- 
tion will give the scientific and engineer- 
ing people experience from which they 
can devise improvements eventually lead- 
ing the way to useful power. 

Four reactor plants are contemplated. 
The first already is under construction 
in Idaho. The second will get under way 
in the same area in the spring. The third, 
also in Idaho, will be built for use in 
power plant experimentation for naval 
vessel propulsion. It is in the advance 
design stage and may be started before 
the end of 1950. The fourth reactor em- 
ploying different techniques and aiming 
at somewhat different results is expected 
to be built near Schenectady, New York. 

Pike reported that actual experimenta- 
tion along the atomic power lines brought 
out several questions which had to be 
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satisfactorily answered before even a pre- 
liminary experimental machine for the 
production of power could be undertaken. 
Some of these problems are: (1) a new 
structural material capable of withstand- 
ing both high heat and intense nuclear 
radiation; (2) a design of circulating 
systems to remove the heat from the ma- 
chine and get it to a turbine or other 
prime mover; (3) the selection of a cir- 
culation medium itself where steam seems 
to be completely unsatisfactory; (4) the 
design of an auxiliary chemical plant 
which will either at intervals or continu- 
ously repurify the fuel and allow efficient 
operation and the development of meth- 
ods for storing harmlessly the lethally 
radio-active products which are removed 
as the fuel is repurified. 


HE commissioner stressed the prob- 

lem of proving in practice what al- 
ready has been shown theoretically pos- 
sible ; that is, the possibility of producing 
new fuel faster than the old fuel is burned 
up. He emphasized that several answers 
have shown up to each of these questions 
and that in the first crop of reactors vari- 
ous combinations of suggested solutions 
will be tried. It is hoped that by bold ex- 
perimentation with these new machines 
good answers will be found in a shorter 
time and with fewer steps than has pre- 
viously accompanied the development of 
other power producers. 

(3) Applications of radio-active iso- 
topes. Work in the isotope field, although 
in many cases directly connected with 
secret weapon experimentation, has most 
recently been carried on in research work 
done at universities, hospitals, and other 
institutions in the country. This work is 
generally of a medical or biological na- 
ture. 

Under the second classification, Pike 
traced the manufacturing operations of 
the commission in producing a stockpile 
of fissionable matter. He described the 
research and development work of the 
commission constantly under way in con- 
nection with manufacturing operations as 
including work on power plant proto- 
types. The third breakdown under this 
third classification—namely, that of edu- 
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cation—seeps through all of the other 
work which the commission sponsors. 
Because of its serious long-term nature 
it is conducted on a much broader front. 
This takes the form of fellowships and 
scholarships at various universities and 
colleges. It also touches on citizen educa- 
tion through the use of civic groups, 
newspapers, and radio. 

The commissioner then dealt with the 
two questions referred to earlier in his 
discussion. He pointed out that whereas 
the commission was directly devoting the 
largest share of its efforts to the devel- 
opment of weapons, nevertheless many 
of the potential peacetime uses of atomic 
energy were being advanced further as a 
result. Likewise, the experimentation in 
biological and medical research, with its 
obvious fields of physical, chemical, and 
metallurgical research, is also being 
broadened because of this continued 
work on weapon improvement. 


Ox of the military purposes being 
served in the commission’s develop- 
ment work calls for even higher emphasis 
on power reactors for propelling naval 
craft. Power reactors of all types, accord- 
ing to Pike, will thus benefit from this 
military experimentation. Pike empha- 
sized the point that the power develop- 
ment program will not suffer essentially 
from the changes in priorities and assign- 
ments which necessitated the curtailment 
of some peacetime projects. 

The speaker concluded his remarks on 
the development of atomic power by 
pointing out that the growing threat of 
international trouble was directly re- 
sponsible for the AEC receiving a much 
larger budget appropriation than would 
have been approved under other circum- 
stances. Thus, the support of research 
for atomic power for both military and 
peacetime applications is substantially 
greater. 





Safety Training 


Ow can a safety program be designed 
to include small groups of em- 
ployees working in outlying districts? 
What qualifications should be sought and 
what testing measures used.in the selec- 
tion of new employees? When and to 
what extent should discipline be used in 
enforcing safety regulations ? These were 
some of the many questions discussed 
and answered during the third Ebasco 
Seminar in Public Utility Safety held 
March 6th through 17th under the joint 
auspices of Ebasco Services Incorporated 
and the Center for Safety Education of 
New York University. 

Submitting these questions and col- 
laborating on their solutions were safe- 
ty, personnel, and operating executives 
representing electric and gas utilities in 
North and South America. In addition 
to classroom studies in effective speak- 
ing, the psychology of human relations, 
elements of successful supervision, motor 
vehicle fleet safety, fire prevention and 
protection, and current trends and tech- 
niques in utility accident prevention, 
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seminar members saw practical applica- 
tions of modern safety principles on a 
series of field trips which were made 
throughout the New York metropolitan 
area. 


MONG the points of interest visited 
were the plant training school of the 
New York Telephone Company, the 
medical department, testing laboratory, 
and Waterside generating station of Con- 
solidated Edison, and the driver training 
school of the First Army on Governor’s 
Island. 

Other sessions of interest included 
an informal problem forum and the 
association panel, held at American 
Gas Association headquarters. At this 
session accident prevention representa- 
tives of the American Gas Association, 
Edison Electric Institute, American In- 
stitute of Electrical Engineers, Ameri- 
can Society of Safety Engineers, and the 
Association of Casualty and Surety Com- 
panies outlined to the group the current 
activities of these national organizations 
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“WHAT DO YOU MEAN .. 


and the facilities available through them. 

“Particularly evident in the recent 
groups participating in these courses,” 
says W. T. Rogers, Ebasco safety con- 
sultant and director of the seminar, “has 
been the increased number of operating 
executives in attendance. It is stimulating 
to us all to have these people with us, for 
it is important that they be thoroughly 
familiar with the accident prevention 


. ‘WHAT PROGRAM AM I LISTENING TO’?” 


problem and informed on current activi- 
ties in the field since final responsibility 
for the safety of their workers lies in their 
hands. 

“Their attendance at these seminars 
is a very healthy sign. It is certain 
evidence of the increasing interest of top 
management in the economic and human 
relations aspects of accident prevention 
activities.” 





579 


APR. 27, 1950 





PUBLIC UTILITIES FORTNIGHTLY 


Notes on Recent Publications 


CoLLECTIVE BARGAINING AND FREE ENTERPRISE 
Are INCOMPATIBLE IpEas. That is the gist 
of a recent book written by Charles E. Lind- 
blom, an associate professor of economics at 
Yale University and an avowed “liberal.” 
In this view he concurs with well-known 
labor economists like Leo Wolman of Co- 
lumbia University — one-time New Deal 
“brain truster” and friend of the late Sidney 
Hillman. The central problem tackled by the 
author is the growing power of organized 
labor, its relation to the competitive price 
system, and the entrance of government into 
the picture. He illustrates how the continued 
labor union demands for higher wages lead 
to inflation and unemployment and eventual 
destruction of the capitalist system. (This is 
what Marxists refer to as “the fettering of 
the system.”) The onus is placed on the 
ambitious labor leaders, who press their 
demands for increased wages beyond the 
amount industry can bear. Neither the work- 
ers nor their leaders are satisfied with a wage 
level determined by competitive market 
forces, the author declares. Because unions 
do not have to meet the market test as they 
eliminate potential competitors through the 
use of the closed shop and the industry- 
wide strike, collective bargaining degener- 
ates into control of output by labor and 
capital. Along with all this, unions use pres- 
sure to invade the province of the manager. 
This situation, as the author sees it, leads 
in the direction of “syndicalism,” which he 
describes as the “control and administration 
of an industry jointly by management and 
union in semi-isolation frém the competi- 
tive forces through which the interests of 
the consumer public are otherwise protected” 
—in simpler terms,’something akin to Musso- 
lini’s planned, but never fully realized “cor- 
porative state.” Nineteenth century syndi- 
calist thought has had a tremendous influence 
on European trade union, fascist, and so- 
cialist movements, and has had some reper- 
cussions here, The author thinks we'll witness 
more of it later. UNtons AND CAPITALISM. 
By Charles E. Lindblom. Published by the 
Yale University Press, New Haven, Con- 
necticut. 1949. Price $3.75. 


Heat Pump Appiications. The authors have 
presented, in nontechnical language, a prac- 
tical discussion of the industrial, residential, 
and commercial applications of the heat 
pump, both in the United States and Europe, 
including its operation, performance, and 
potentialities. The presentation begins with 
a general discussion of modern application 
and then proceeds to heat pump cycles and 
the thermodynamics of the heat pump. 
Temperature and design data have been in- 
cluded and liberal use has been made of il- 
lustrations. Heat Pump APPLICATIONS. 
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Emory N. Kemler and Sabert Oglesby, Jr. 
McGraw-Hill Book Company, New York, 
New York. $6. 295 pages. 


ANNUAL Report INSTITUTE OF GAS TECHNOL- 
ocy 1949, The staff of the Institute of Gas 
Technology, “the gas industry’s own educa- 
tional and research facility,” has recently 
published a 32-page report on its activities 
for 1949. In the president’s greeting message, 
Henry T. Heald notes that the institute 
(founded in 1941), despite the difficulties 
created by the war, is now fulfilling the func- 
tions visualized by its founders. They are: 

(a) The conduct of fundamental and ap- 
plied research pertinent to the gas in- 
dustry. 

(b) The education of personnel for the in- 
dustry on the graduate level. 

(c) The collection and dissemination of 
scientific information for the gas in- 
dustry. 

(d) The stimulation and correlation of re- 
search within the industry. 

President Heald also points out in his mes- 
sage that with the construction of the insti- 
tute’s new building on the campus of Illinois 
Tech, the institute is looking forward to 
years of increasingly important service. 

The comprehensive report prepared by 
Captain E. §S. Pettyjohn, the institute’s 
director since 1945, gives the reader a com- 
plete picture of the activities of the institute. 
It is well illustrated and uses pertinent charts 
and graphs to describe the research accom- 
plishments and the financial structure of the 
organization, 

The report explains that in order to attract 
only outstanding young men the educational 
program is restricted to those who can 
qualify for fellowship awards. Seniors and 
graduates in chemistry, chemical engineering, 
mechanical engineering, or related fields who 
have earned places in the upper fifth of their 
classes, who are American citizens under 
twenty-eight years of age, and who have 
shown adaptability, codperation, and high 
moral character are eligible to apply. These 
fellowships provide for tuition and fees plus 
a cost-of-living stipend, insuring that any 
worthy young man can train for a gas indus- 
try future. About fifteen fellowship grants 
are made each year. An effort is made to 
distribute them geographically to meet the 
needs of gas companies throughout the coun- 
try for men specially trained in gas tech- 
nology. 

An insight into an actual operation is given 
under the heading: “Development of a Re- 
search Project.” The illustrated story shows 
the “Approach” to the problem, “Explora- 
tion by Institute Fellow,” and “Basic Re- 
search.” The report is available at The Insti- 
tute of Gas Technology, Chicago, Illinois. 
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The March of 
Events 


In General 


Industry Sales Plans Indicate 
Excess Capacity 


| per rr agencies in Washington 
which continue to repeat warnings 
to Congress about power capacity short- 
age have been rather forcefully contra- 
dicted by two recent industry gatherings 
—the Edison Electric Institute Sales 
Conference and the Midwest Power 
Conference, both held in Chicago. 

The two meetings made it crystal 
clear that the electric utility industry is 
now on the offensive with respect to sell- 
ing more power. For the first time since 
the beginning of the war, there appears 
to be the predominant conviction within 
the industry that there will be an un- 
profitable excess capacity on its hands, 
unless steps are taken now to get out 
and sell. 

Industry spokesmen at the Chicago 
power gathering observed the current 
promotion involved in a revival campaign 
to boost power sales by the private utili- 
ties. Philip D. Reed, chairman of Gen- 
eral Electric Company, stressed the 
responsibility of the business community 
to keep the people informed on the im- 
portance of continued private enterprise, 
as compared with the pronounced failure 
of government power operations in 
foreign countries, while Vice President 
J. H. Jewell of Westinghouse Electric 
Corporation urged the immediate ex- 
pansion of sales staffs because of the time 
required for training salesmen satisfac- 
torily. 

At the EEI sales meeting, Grover C. 
Neff, president of Wisconsin Power & 
Light Company, pointed out that while 
the “big job” of extending power lines 


to farms is about over (96 per cent of 
availability forecast by the end of the 
year ), the average farmer is using double 
the amount of electricity he used a decade 
ago. James J. Nance, president of Hot- 
point, Inc., pleaded with electric com- 
panies to increase the emphasis on direct 
merchandising of appliances. 

The large number of major electric 
utility companies returning to the pro- 
motion of appliance sales is convincing 
evidence of the industry’s attitude, re- 
gardless of the “shortage” position taken 
by Federal power-producing agencies. 

Harry Restofski, chairman of the EEI 
commercial division general committee, 
declared, “There is a return to full or 
partial merchandising of electrical appli- 
ances, and the rebuilding of company 
sales forces.” It has been reliably esti- 
mated that nearly one-half of the electric 
utility companies are already back in the 
business of selling appliances. Others are 
stepping up dealer cooperation programs. 
A big drive is now under way to increase 
sales of refrigerators, ranges, water heat- 
ers, television sets, electric blankets, 
clothes dryers, and other load-building 
appliances. 


Electrical Union Chief 
Queries REA 


ANIEL W. Tracy, international 
president of the International 
Brotherhood of Electrical Workers, has 
accused the Rural Electrification Admin- 
istration of holding an “antiunion” policy 
that “is in complete contradiction of the 
policy of promoting and advancing labor 
standards through union agreements.” 
In a recent letter of protest to REA’s 
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acting administrator, William C. Wise, 
Tracy said the unionized workers in the 
.electric light and power industry had 
been “shocked and surprised” at the anti- 
labor actions of REA. 

The union chieftain’s protest arose as 
a result of the position taken by REA in 
a letter of March 6th, discouraging a 
group of Montana rural electric codpera- 
tives from putting into effect a clause in 
their collective bargaining agreements 
with the IBEW which requires construc- 
tion work to be performed under IBEW 
union conditions. 

The REA letter which drew Tracy’s 
fire had cautioned the Montana codpera- 
tives that “any” legal provision in the 
construction contract relating to labor 
problems which has the effect of prevent- 
ing free competitive bidding may well 
result in a cost of construction to the bor- 
rower which will make it “impossible” 
for REA to approve the award of the 
bid, “due to the effect of high cost upon 
the feasibility of the loan.” The possibility 
of this danger always exists whenever 
any kind of restrictive provisions are in- 
serted in the construction contract, REA 
said. 

“These [antiunion] actions are all the 
more grievous because they strike at or- 
ganized labor which participated in the 
effort to bring the Rural Electrification 
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Administration into existence,” Tracy 
declared. 

The Tracy letter also pointed out that 
the House Appropriations Committee 
had sharply criticized REA for excessive 
fees paid for engineering and legal work 
in connection with the larger REA loans. 
“Tt is apparently a fact that the concern 
voiced in your letter on the effect of union 
conditions on costs has not registered it- 
self with equal force in keeping down the 
excessive fees for engineering and legal 
work,” Tracy wrote. 

Labor is getting a fair deal from the 
private companies, but cannot be assured 
of equal treatment from the Rural Elec- 
trification Administration, Mr. Tracy 
continued, concluding with the assertion, 
“This is an alarming fact which must be- 
come known to organized labor and all 
others concerned with the problem.” 


FPC Ruling Review Denied 


HE United States Court of Appeals 

for the District of Columbia has re- 
fused to review an order of the Federal 
Power Commission requiring interstate 
natural gas pipe-line companies to file 
uniform rate schedules. The commis- 
sion’s order, issued last year, was con- 
tested by the United Gas Pipeline Com- 
pany which operates in Texas and the 
Gulf coast area. 


e 
Alabama 


Transit Modernization to 
Move Forward 


S. THorn, president of the Bir- 

e mingham Electric Company, has 
announced that the company’s modern- 
ization plans, initiated immediately after 
the war, will be completed as rapidly as 


possible. Failure to get a fare increase in 
1948 had temporarily halted the program. 

Now that the state supreme court has 
rendered a decision in favor of the com- 
pany, permitting a fare increase, engi- 
neers are making studies of the com- 
pany’s system in order to complete the 
program, Mr. Thorn said. 


California 


Gas Rate Hearing Suspended 
HEARING before the state public 
utilities commission on the South- 

ern California Gas Company’s applica- 
tion for increased rates was suspended 
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early this month by Commissioner 
Harold P. Huls until May 3rd. 

In the midst of controversial issues 
which brought about heated discussions 
regarding “book value” and “current 
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market value” of various holdings of the 
utility concern by company counsel and 
commission staff representative wit- 
nesses, Huls said the hearings will con- 
tinue in Los Angeles starting May 3rd 
through May 4th and 5th, and “if neces- 
sary” resuming on May 8th. 

His statement ended four days of the 
resumption of the hearings at which the 
commission was considering the com- 
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ny’s request for an increase of 
$16,700,000 in rate boosts for more than 
1,000,000 customers in southern Cali- 
fornia communities. 

The commission last February Ist 
granted Southern California Gas Com- 
pany an interim rate increase of $5,700,- 
000 pending a final decision on the 
application, hearings on which began in 
May, 1949. 


Georgia 


AGL Expansion Announced 
HE Atlanta Gas Light Company 
will spend more than $15,000,000 

by the end of 1954 for new facilities, ac- 
cording to D. A. Crawford, operating 
vice president for the company. These 
additions, Mr. Crawford said, will make 
it possible for the company to give nat- 
ural gas service to several communities 
not now receiving it. Among them, he 
named Jonesboro, Forest Park, Man- 
chester, Tabotton, Gray, North Augusta, 
and Aiken, South Carolina. 

This expansion, it was learned, is de- 
pendent upon the Federal Power Com- 
mission’s approval of the application of 
the Southern Natural Gas Company, of 
Birmingham, Alabama, to build facilities 
to increase its delivery capacity from 
420,000,000 cubic feet per day to 529,- 
000,000 cubic feet. These facilities will 
include a new main line from Gwinville, 


Mississippi, to Augusta, Georgia, and to 
Aiken, South Carolina. 


GE Board to Tour Southeast 


| grorennsscer following its April 28th 
meeting in Atlanta, the board of di- 
rectors of the General Electric Company 
will tour the principal power and indus- 
trial installations of the southeastern 
states. Plans include visiting the Georgia 
Power Company developments in north 
Georgia, Birmingham, and Alabama 
Power Company activities, as well as 
various agricultural developments of the 
region. It will be the first time in history 
the board has met in the South. Robert 
W. Woodruff, a member of the board, 
and Commercial Vice President C. J. 
Hendon, of Atlanta, are responsible for 
the board’s decision to hold its meeting 
in Atlanta and make a firsthand study 
of the Southeast. 


Kansas 


KP&L 1950 Expansion Program 


pec Power & Licgut Company’s 
expansion program for 1950 calls 
for an outlay of $12,800,000 for new 
plant and equipment, including $10,238,- 
000 to construct new electrical facilities 
and $2,529,000 for gas. The 1950 ex- 


penditures will be part of the company’s 
$48,000,000 program begun in 1948. 

The company spent $16,500,000 last 
year on new construction, with a major 
portion of it going toward construction 
of a 40,000-kilowatt generating station 
at Hutchinson, which is scheduled for 
completion this year. 


* 
Kentucky 


Phone Company Wins Increase 


HE Lexington Telephone Company 
recently won its 2-year fight to re- 
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tain the 24 per cent rate increase it put 
in effect November 21, 1947. 

The state public service commission, 
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bowing to a court of appeals mandate, 
reversed its earlier decision denying all 
of the $125,000-a-year raise. The com- 
mission said it had reéxamined the case 
around the conference table, as the 
appellate court suggested. As a result: 
“We are of the opinion that we have no 
alternative other than to find that the 
rates put into effect by the company on 
November 21, 1947, are not unreasonable 
and should be approved.” 

The company applied for the increase 
in October, 1947, and began collecting 


the higher rates the following month 
under bond. 


Rural Phone Co-op Formed 


Fe small companies in western Ken- 
tucky merged this month to form the 
state’s first rural telephone codperative 
association. The group was chartered as 
the H-F-C Rural Telephone Codperative 
Corporation to serve the counties of 
Hickman, Fulton, and Carlisle. Its head- 
quarters will be at Clinton. 


Massachusetts 


Ordered Out of Business 


ASTERN UTILITIES ASSOCIATES, a 
holding company of Boston, has 
been directed by the Securities and Ex- 


New 


Tax on Utility Gross Income 
Approved 
— Thomas E. Dewey has 
signed a bill making permanent 
the rigitt of cities to levy a special tax on 
the gross income of utility corporations. 
These taxes have been levied by cities 
since 1937 under temporary authoriza- 
tions from the state legislature that were 
renewed annually. 
The governor vetoed bills which would 
have exempted bus companies from the 


change Commission to distribute its as- 
sets to security holders under a “fair and 
reasonable plan” and then go out of busi- 
ness. The commission did not fix any 
time limit for carrying out the directive. 


+ 
York 


state tax on utilities, but made them sub- 
ject to municipal utility levies. 


Gas Rate Reductions Ordered 


HE state public service commission 

has announced reductions in gas 
rates to customers of the Central Hudson 
Gas & Electric Corporation, ranging up 
to $20 a month in some cases. The cuts 
will become effective when natural gas 
becomes available to the company. This 
is scheduled for next August Ist. 


Pennsylvania 


Transit Hearing Begins 


HE Philadelphia Transportation 

Company’s proposed new fare in- 
crease will produce about $5,605,500 in 
additional revenue annually, Robert H. 
Stier, PTC vice president in charge of 
operations, testified recently. 

Stier was one of two witnesses called 
as the transit company began presenta- 
tion of its case in support of the fare 
increase at a hearing before Public 
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Utility Commission Examiner Eiseman 
in Philadelphia. 

The first PTC witness, Alan A. Mac- 
Donald, vice president and comptroller, 
asserted that the transit company was 
now losing $1,500,000 a year at its pres- 
ent fare level. He estimated that the 
increased fare would wipe out this loss 
and produce a net annual profit of 
$2,140,000 for the company, after taxes. 

The company is seeking a fare sched- 
ule set at 13 cents. 
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Rhode Island 


Seeks Utility Law 


‘hae chairman of the house finance 
committee has asked the Rhode 
Island legislature to pass a law which 
would block a public utility from petition- 
ing for higher rates within a year after 
being granted a rate increase by the state 
public utilities administrator. 
Representative Louis J. Lussier (Dem- 
ocrat, Pawtucket), the sponsor, said that 
he was motivated in introducing the bill 
by the petition of the New England Tele- 
phone & Telegraph Company for a new 


rate increase after it was granted a rate 
hike last December. Lussier said the bill 
was his own idea, and that he had not 
taken it up with the administration before 
getting it ready for introduction. 

However, the bill was reported to 
closely reflect the publicly stated opinion 
of Abraham Belilove, special state coun- 
sel in the telephone rate hearings. He has 
stated that a new rate should be in effect 
for a stated length of time to prove its 
revenue-raising power before a utility 
should be permitted to apply for a second 
round of increases. 


Tennessee 


E-T Officers Reélected 
Wa Tuompson, of Nashville, was 


reélected president of the East 
Tennessee Natural Gas Company at its 
recent annual stockholders meeting in 
Chattanooga. The present board of di- 
rectors was reélected, and a new mem- 
ber was added—Tom Goodlow, Nash- 
ville insurance executive and a major 
stockholder in the company. 
Other officers reélected were: Herbert 
S. Walters, executive vice president; 
Frank Cantrell, secretary - treasurer ; 


Rhoton P. Clift, vice president; and F. 
T. Rainey, vice president and manager of 
operations. 

Directors reélected were: Dawson B. 
Harris, president of the Hamilton Na- 
tional Bank, Chattanooga; Howard 
Preston, president of the Hamilton Na- 
tional Bank of Knoxville; Felix Miller, 
president of Miller Brothers Company, 
Chattanooga; Carmichael Greer, presi- 
dent of the Bacon Hosiery Mills, Lenoir 
City; and Major Phil Baker, of Chatta- 
nooga, who is also general counsel of the 
company. 


Texas 


Bus Company “Welcomes” 
Public Audit 


HE Houston Transit Company, 

through its president, Carl B. Fra- 
zer, recently declared it would welcome 
an independent audit of its books by the 
city. Mr. Frazer, commenting on a pro- 
posal that the company’s accounts be 
audited for the first three months of this 
year before the city council acted on a 
fare increase petition by the company, 
declared : “Our books are open to the city 
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at all times. If they want to have a certi- 
fied public accountant audit them, that is 
perfectly all right with us.” 

Public Service Director W. Clinton 
Owsley observed that he would not op- 
pose an independent audit, although he 
thought it useless as his office is required 
to make an audit prior to any city council 
action on a proposed rate increase. He 
said that if council insisted on the inde- 
pendent check, he would recommend that 
it be made by some Houston certified 
public accountant. 
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Virginia 


Interurban Bus Fare Increase 
Authorized 


fae Interstate Commerce Commis- 
sion has authorized the Arnold Bus 
Line, serving counties adjacent to the 
District of Columbia and operating into 
Washington, to increase passenger fares 
between the latter city and five zones in 
Virginia by five cents a zone. The com- 
pany made no effort to change the spe- 
cial 10-cent fare for travel between 
Washington and the Pentagon and other 
government installations just across the 
Potomac river. 


Co-op to Continue Pressure for 
REA Loan 


tD Dominion ELectric Co6PERA- 
O TIVE will continue its efforts to bor- 
row $14,320,000 from the Federal gov- 
ernment, despite adverse criticism from 
state corporation commission staff mem- 
bers. The codperative has a petition be- 
fore the commission for permission to 
borrow money from the Rural Electrifi- 
cation Administration, which already has 
approved the loan. Virginia Electric & 
Power Company is opposing the loan, 
proceeds from which would be used to 
build a steam generating plant at Scotts- 
ville, on the James river, and to hook up 
11 member codperatives with that plant 
and with the projected Federal power 


plant at Buggs Island on the Roanoke 
river. Hearing on the petition to accept 
the REA loan was to be held April 24th. 
The state commission’s chief account- 
ant has recommended rejection of the ap- 
plication on the grounds that the pro- 
posed financing is “unsound and would 
be detrimental to the public interest.” 


Council Plans Airing 
On Gas Rules 


A ordinance to permit the director of 
public utilities to issue rules for the 
conduct of the gas and water utilities of 
Richmond was turned into a discussion 
of constitutional rights on the floor of 
the city council recently. 

After the debate, council referred the 
measure back to City Manager Reeder 
with directions that he add a section pro- 
viding for a public hearing on any rules 
the utilities director proposes. 

City Manager Reeder said the regula- 
tions are wanted by the administration 
to guard against suppliers of gas equip- 
ment who seek to sell equipment in the 
city that they cannot sell elsewhere. 
Inferior equipment causes dangerous 
situations and poor service, Reeder said. 

Passage of the ordinance is considered 
urgent at this time because of the im- 
pending changeover from manufactured 
to natural gas use in Richmond. 


Wisconsin 


Utility Antistrike Law Argued 
ISCONSIN’S utility antistrike law 
does not violate the constitutional 

rule against involuntary servitude, At- 
torney General Fairchild argued in a 
brief filed with the state supreme court 
against an appeal by District 998 of the 
AFL Street Car and Bus Men’s Union 
of Milwaukee from an injunction ob- 
tained against the labor group in Janu- 
ary, 1949, forbidding them to strike. He 
contended the transport company ‘could 
properly be classified as a utility. 
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Fare Increase Granted 


ARES of the Madison Bus Company 

will be 10 cents cash, or seven tickets 
for 50 cents, with all present bus fare 
zones abolished, the state public service 
commission ruled recently. 

All children through high school, 
however, may still ride Madison busses 
for 5 cents. The new rates are effective 
April 27th. 

Under the order, the transfer privileges 
on all lines are retained. 
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Pension Payment Based on Past Services 
Allowed by Court As a Present Cost 


MICHIGAN circuit court upheld the 

decision of the Michigan commis- 
sion in Re Detroit Edison Co. (1949) 
78 PUR NS 360, allowing an increase 
in revenue by authorizing a decrease in 
the discount for prompt payment. The 
city of Detroit urged, as one ground for 
upsetting the order, a claim that the com- 
mission had allowed past pension pay- 
ments as an operating expense charge- 
able against current ratepayers. 

The company, in 1943, had adopted an 
employee pension plan providing for pen- 
sions based on length of service and av- 
erage remuneration over the last five 
years of service. It was calculated that 
the total cost for that portion of em- 
ployees’ services rendered prior to the 
adoption of the plan amounted to $13,- 
310,000 and that $432,000 was needed 
annually to fund the obligation. The com- 
mission, in 1946, authorized the company 
to appropriate $5,804,500 from earned 
surplus to go toward this obligation and 
ordered that the company should charge 
annually $432,000 as an operating ex- 
pense until the past service requirements 
were fully funded. 

In the decision mentioned, the com- 
mission allowed the $432,000 to be 
charged as an operating expense for past 
pension accruals (formal) and $110,000 
for past pension payments (informal). 
Circuit Judge Salmon ruled: 

It does not appear to this court, that 


this charge while it is spoken of as past 
pension payments and the like in real- 
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ity amounts to payment for services or 
anything else in the past. It, in my 
opinion, amounts to payment for a 
present and future benefit, the cost of 
which, to arrive at equitable benefits, is 
determined by the application of a 
formula consisting of length of serv- 
ice and averaged remuneration. Our 
courts have held that such costs are a 
proper charge to operating expense. 
See State ex rel. Pacific Teleph. & 
Teleg. Co. v. Department of Public 
Service (1943) 19 Wash2d 200, 52 
PUR NS 6, 42, 142 P2d 498; South- 
ern Bell Teleph. & Teleg. Co. v. Public 
Service Commission (1948) 203 Ga 
832, 75 PUR NS 471, 503, 49 SE2d 
38. 

For the above reasons, I do not be- 
lieve the commission was in error in 
allowing this item as an operating ex- 


pense. 


The court also overruled a contention 
that the commission had authorized a 
rate increase in excess of the amount re- 
quested by the company. The company 
in its petition for an increase did not men- 
tion the amount sought, but requested 
that it be allowed to decrease the discount 
for prompt payment and to add a fuel 
adjustment clause. The company esti- 
mated the resulting increase. The court 
said further that even if the commission 
had given the company more revenue 
than it petitioned for, this would not de- 
stroy the legality of the order since the 
standard by which the legality of a rate 
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order is tested is that of reasonableness. 
If the order meets that test, it is valid 
even though it is less or more than is peti- 
tioned for. 

A contention that the company had 
failed to sustain the burden of proof be- 
cause it did not show the operating ex- 
penses in its electric department alone as 
distinct from its steam and gas opera- 
tions was rejected. The city objected that 
the commission erred in supplying the 
deficiency by its staff witnesses. The 
court said that if the over-all figures in- 
troduced in evidence by the company 
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were in such state as to be susceptible of 
mathematical calculation as to the elec- 
trical department and a proper calcula- 
tion was made, it seemed to make no dif- 
ference on the review who made it. 
As to an objection that the company 
failed to apportion certain expenses com- 
mon to all departments, the court ex- 
pressed the opinion that this fell within 
the scope of commission discretion and 
was unassailable unless the resultant rates 
of the electric consumer were unreason- 
able. City of Detroit v. Michigan Public 
Service Commission (No. 30005). 


May Amortize PBX Board Cost over Short Period 


_ allowing a telephone utility a rate in- 
crease, the Wisconsin commission 
considered the company’s investment in 
a PBX board installed in a seminary. The 
commission considered it reasonable to 
amortize the investment in the PBX 
board over a shorter period of time than 
its normal life because the utility had 
only one subscriber who would have any 
use for the board and consequently 


would not have the opportunity to install 
it on the premises of other subscribers if 
it became obsolete. 

Rates approved by the commission 
would yield the company an annual profit 
of approximately $1,125 on net book 
value plus allowance for working capital 
and materials and supplies rate base of 
$35,160. Re Jerpen-Valders Teleph. Co. 
(2-U-3209). 
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Current Cost Rate Base Rejected but Inflationary 
Trend Recognized 


HE Idaho commission authorized a 

telephone company to increase rates 
to yield a return of 6 per cent. The re- 
turn was considered reasonable in view 
of the unusual postwar demand for ex- 
pansion and improvement of service, the 
demand for relief from overfilled rural 
lines entailing large construction pro- 
grams, and the company’s need for suffi- 
cient earnings to enable it to attract the 
necessary capital to complete the con- 
struction program. 

While agreeing that it is the commis- 
sion’s function to fix a rate base, the com- 
pany strenuously contended that in a 
period of inflated prices, it should give 
considerable weight to current costs less 
observed depreciation. The commission 
said that the current cost rate base is just 
another name for the old reproduction 
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cost new formula with some modifica- 
tions. 

Since the end of World War II, the 
commission has entertained several tele- 
phone rate increase matters and in all of 
them it limited its consideration to net 
book investment. This was referred to 
by the company as the average invest- 
ment, plus working capital, less average 
depreciation reserve. In this case, how- 
ever, the commission did recognize the 
so-called attrition or declining-rate-of- 
earnings problem by giving consideration 
to the calculation based on the current 
level of operations rather than a current 
cost rate base. It made some allowance 
for the increase in the investment per 
telephone that could reasonably be ex- 
pected to occur in the near future. 

Commissioner Joy dissented on the 
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ground that the majority were abandon- 
ing the traditional procedure of allowing 
total plant investment, plus working 
capital, less depreciation for rate-fixing 
purposes. He felt that they were taking 
a stride toward reproduction cost new at 
a time of peak construction costs by 
adopting the so-called “average invest- 
ment current level.” 

He pointed out that the Supreme Court 
of the United States had said in the Hope 


ze 


Natural Gas Case that there must be a 
balancing of consumer and investor in- 
terests. Contrarily, he believed that the 
new rates have reached a disciplinary 
stage for many marginal users, and con- 
tinue to move in a direction opposite to 
that of the Idaho economy. He felt that 
something must give way somewhere. Re 
Mountain States Teleph. Co. (Case No. 
F-1400 [on rehearing] Case No. F-1450, 
Consolidated Cases, Order No. 2025). 


Natural Gas Company’s Physical Connection with 
Manufacturing Plant Is under Federal Control 


“ra Federal Power Commission 
authorized Panhandle Eastern Pipe 
Line Company to construct and operate 
a meter and regulation station and to 
establish a physical connection between 
its facilities and a proposed new 8-inch 
pipeline to be constructed by Corning 
Glass Works, extending from the point 
of physical connection to a plant to be 
constructed for manufacturing television 
bulbs. The commission denied the gas 
company’s request that it disclaim juris- 
diction of the matters involved. 

It was clear, said the commission, that 
the proposed facilities were to be con- 
structed and operated as integral parts 


of an interstate transmission pipe-line 
system which is subject to its jurisdic- 
tion. The Natural Gas Act confers juris- 
diction over a company found to be a nat- 
ural gas company within the meaning of 
the act and over the facilities used by 
such a company either in transporting 
natural gas in interstate commerce or in 
the sale of such gas for resale. 

Clearly, the commission continued, 
where the proposed facilities are to be 
used in the transportation of natural gas 
in interstate commerce, as in this case, 
such facilities are subject to its jurisdic- 
tion. Re Panhandle Eastern Pipe Line 
Co. Docket No. G-1322. 


Manager’s Expenses Excluded for Lack of Evidence 


‘oe Missouri commission denied 
authority to a telephone company to 
put into effect a proposed schedule of 
rates, but authorized it to submit a new 
schedule providing for a lesser increase. 

The commission excluded from the 
company’s figures an estimated increase 
in taxes resulting from an assumed in- 
crease in property value. It appeared 
that the company felt that if it were al- 
lowed a rate increase by the commission, 
the assessed valuation of its property 
would be increased. The commission 
pointed out that this was improper since 
assessed valuation is in no way condi- 
tioned upon utility rates. 
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The commission also excluded items 
for the manager’s car and for the man- 
ager’s expenses. The former was omitted 
because there was no testimony showing 
the extent of the use of the car, the neces- 
sity for its use, or the actual extent of its 
operation on utility business. The latter 
was omitted because of the lack of testi- 
mony as to what the manager’s expenses, 
if any, had been in the past or as to what 
items would make up the estimated ex- 
pense in the future. 

Rates proposed by the utility would 
yield a return of 7.5 per cent on its rate 
base, which the commission considered 
excessive. The rate authorized by the 
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commission would yield a return of 6.33 
per cent on the company’s net plant. Re 


Eldorado Springs Teleph. Co. (Case No. 
11,820). 
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Newspaper Suppressing Competition Denied Radio License 


HE appeal of two newspapers from 

an order of the Federal Communica- 
tions Commission denying them radio 
station licenses was denied by the United 
States Court of Appeals for the District 
of Columbia. 

The principal reason given for the 
commission’s action was that one of the 
newspapers had used its position as the 
sole newspaper in the community to 
coerce its advertisers to enter into exclu- 
sive advertising contracts with it and to 
refrain from utilizing a radio station op- 
erating in the community. The news- 
paper refused to carry the program of 
the station and failed to carry any news 
items concerning the station except un- 
favorable ones. 

These practices, the commission had 
ruled, indicated that the newspaper 
sought to suppress competition and 
secure monopoly of mass advertising 
and news dissemination. The award of 
a radio station license under such circum- 
stances, the commission believed, would 
be likely to assist the newspaper in ac- 
complishing a monopoly. 

The newspapers demanded a reversal 
of the commission order on several 
grounds. First of all, they contended that 
a consideration of their competitive ac- 
tivities was beyond the commission’s 
jurisdiction. They argued that the en- 
forcement of the antitrust laws is ex- 
clusively the province of other agencies 
and beyond the power of the commission. 

The court answered this argument by 
pointing out that in determining the 
qualifications of an applicant for a broad- 
casting license, the commission might 
properly make inquiry into applicant’s 
character and examine pertinent aspects 
of its past history. The refusal of the 
commission to grant a license to a news- 
paper whose history reflected a sustained 
effort to suppress competition in adver- 
tising and news dissemination was con- 
sidered by the court a sound application 


of the general policy of the United States 
favoring competition. 

Whether the newspaper’s acts consti- 
tuted a violation of the antitrust laws is 
not at issue, the court said, since only 
their effect on the applicant’s qualifica- 
tions to serve the public is pertinent. As- 
suming that the newspaper’s conduct con- 
stituted a positive violation of law, which 
has never been established, the commis- 
sion still could consider its monopolistic 
practices in discharging its duties. The 
passage of the antitrust laws did not put 
the conduct of the applicant beyond the 
commission’s jurisdiction. 

Another argument of the newspaper 
was that the commission decision 
amounted to its being convicted of a crime 
for which the penalty was the denial of 
the license. This, it contended, denied its 
constitutional right to a jury trial. The 
court’s answer to this argument was that 
the question to which the commission de- 
cision provided an answer was not 
“guilty or not guilty” but whether the 
applicant was qualified or unqualified. 
Denial of the license, furthermore, was 
not a penalty where there was a sound 
basis for finding the applicant unfit. 

The effect of the commission decision 
on the freedom of the press guaranty of 
the First Amendment was also brought 
in issue. To deny it a license because it 
refused to carry the existing station’s 
radio log and refused to accept advertis- 
ing from certain people, the newspaper 
contended, amounted to a violation of the 
First Amendment. The court overruled 
this contention by showing that the 
license denial was not based merely on 
these actions but rather because the com- 
mission concluded that these practices 
were followed to suppress competition. 
Similarly, the license was not denied be- 
cause applicant was a newspaper, but 
rather of applicant’s practices as a news- 


paper. 
Finally, the court disposed of the 
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protest by one of the newspaper appli- 
cants who was being denied a license be- 
cause of the activities of another paper 
50 miles away. The court conceded that 
the two papers were separate corpora- 
tions, but pointed out that there was a 
complete common ownership and control. 
The commission was free to look beyond 
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the corporate name and notice the 
character of the individual. It could 
properly conclude that what happened 
in one community was indicative of what 
might happen under similar circum- 
stances in the other. Mansfield Journal 
Co. (FM) et al. v. Federal Communica- 
tions Commission (Nos. 10049-10051). 


Municipality Acquiring Utility Facilities May Examine 
Company Records 


COMPANY owning equipment and 

facilities for furnishing water serv- 
ice for the public, was held to be a public 
utility where the facilities were actually 
being used by an affiliated company to 
render a utility service. Therefore, the 
Pennsylvania commission ordered the 
company to permit a municipality to ex- 
amine its books to secure data required 
to compute the purchase price of the 
property. The city sought authority to 
acquire part of the property. 
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The contention that the commission 
did not have jurisdiction because the 
municipality was seeking to buy only a 
portion of a water plant was held to be 
without merit. The commission held that 
the fact that the present application was 
not asking to acquire all of the works and 
property of the company was no bar to 
the proceeding to require access to the 
company’s books and records. Re Bor- 
ough of Athens (Application Docket No. 
74405). 


Restricted Service May Be Common Carriage 


MOTOR carrier was ordered by the 
California commission to cease 
operating unless and until it obtained a 
common carrier certificate. The carrier 
had contended that since it served some 
shippers and refused to serve others, it 
could not be considered a common car- 
rier but rather was a contract motor 
carrier. 


The commission ruled that the fact 
that a motor carrier restricts its service 
to the carriage of one particular type of 
merchandise does not determine its sta- 
tus as that of a contract carrier. Even a 
common carrier is privileged to restrict 
the transportation of goods to a kind that 
he is accustomed to carry. Re Jakobsen 
(Decision No. 43526, Case No. 5004). 


Award of Unrequested Air Route Approved by Supreme Court 


Tr reversal by the United States 
Court of Appeals for the District of 
Columbia of a certificate award by the 
Civil Aeronautics Board was overturned 
by the United States Supreme Court. 
The board had consolidated a number of 
applications into what is known as an 
“area proceeding,” in which each carrier 
introduces evidence supporting its ap- 
plication for authority to serve a given 
area. 
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After hearing all the evidence, the 
board authorized one of the carriers to 
serve the area over a route not requested 
in its application. A rival carrier’s pro- 
test against such procedure was upheld by 
the court of appeals. 

Justice Black, for the majority of the 
court, ruled that since all the applications 
had been consolidated into an area hear- 
ing, the board had authority to grant 
authority not specifically requested. He 
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observed that the unsuccessful carrier 
recognized the successful one as a poten- 
tial competitor for the route and hence 
had opportunity to produce evidence in 
opposition to its receiving the award. 
The board’s action in awarding the car- 
rier a limited hearing for the purpose of 
showing, if it could, that the proceeding 
should be reopened to enable it to offer 
evidence against the other carrier’s abil- 
ity to serve, was ample answer to 


any charge of surprise or unfairness. 

Justices Reed and Frankfurter dis- 
sented on the ground that the board’s 
procedure was improper. They believed 
that the board should have first decided 
on the routes for the area and then per- 
mitted each carrier to amend its applica- 
tion and introduce evidence conforming 
with the selected route. Civil Aeronau- 
tics Board et al. v. State Airlines, Inc. 
(Nos. 157-159). 


e 


Discontinuance of Railroad Service Authorized 
Notwithstanding Dissent 


Bhpeneenes Broyles, of the Louisi- 
ana commission, dissented from the 
majority of the commission in four pro- 
ceedings involving the discontinuance of 
railroad service. The commissioner ex- 
pressed the view that the continued effort 
on the part of the railroads to reduce their 
public service was not only detrimental 
to the public but was also injurious to 
the railroads’ status in the carrier field. 
Money saved by the discontinuance of 
unprofitable services, he added, would be 
more than offset by the loss of business to 


motor carriers who were competitors. 

The majority of the commission fol- 
lowed the established rule that a service 
for which public necessity has declined, 
resulting in its becoming unprofitable to 
the carrier, may be discontinued with 
approval. Louisiana Pub. Service Com- 
mission v. Illinois Central R. Co. (Order 
No. 5294); Re Texas & Pacific R. Co. 
(5235, Order No. 5311) ; Re Illinois Cen- 
tral R. Co. et al. (No. 5384, Order No. 
5317), Re Gulf, C.GS.F.R. Co. No. 
5360, Order No. 5318. 


e 


Funds Impounded after Natural Gas Rate Reduction 
Belong to Ultimate Consumers 


HE supreme court of Colorado af- 

firmed a district court decision as to 
the proper distribution of funds im- 
pounded after a Federal Power Commis- 
sion decision reducing the wholesale rate 
for natural gas. A utility which was en- 
gaged in the retail distribution of gas had 
been awarded one-half of the impounded 
funds by the state commission. The dis- 
trict court had reversed the commission 
and held that the retail distributor was 
not entitled to any part of the funds. 


The supreme court ruled that the 
funds belonged to the ultimate consumer 
of gas and that the retail distributor had 
no interest in the impounded funds and 
had no standing to interpose technical 
objections as to their proper distribution. 
This ruling was based on the fact that 
the higher wholesale rates had been com- 
pletely passed on to the consumer and 
were not borne by the intervening utility 
to any degree. Citizens Utilities Co. et al. 
v. City of La Junta, 215 P2d 332. 


e 


Collection Commission Paid to Hotel Not a Telephone Rate 


HE Pennsylvania Superior Court 
affirmed an order of the commission 
(78 PUR NS 120) which dismissed a 


complaint alleging that a telephone com- 
pany violated the Public Utility Law by 


omitting from its filed tariffs contracts 
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with hotels for collecting toll charges. 
The complaint had been filed by a hotel 
and a hotel association. 

The association was not considered a 
party having an interest in the subject 
matter, since it was not a subscriber to the 
type of service involved. The hotel was 
qualified to complain, however, since it 
did use the phone company’s semipublic 
branch exchange service. By it, hotel 
guests were able to secure incoming and 
outgoing telephone service by means of 
extension stations connected with a cen- 
tral switchboard located on hotel premises 
and operated by hotel employees. 

The equipment was owned by the 
phone company and leased to the hotel 
at a monthly rental prescribed in tariffs 
filed with the commission. The tariffs 
provided for a contract under which the 
hotel was designated as the phone com- 
pany’s agent for the collection of toll 
charges incurred by guests. For the serv- 
ice rendered as collecting agent the phone 
company paid a stipulated commission. 
The sole issue involved in the case was 
whether or not the commissions allowed 
hotels, as subscribers of semipublic 
branch service, were rates within the 


meaning of that term as defined in the 
Public Utility Law. That definition em- 
braces practically all compensation re- 
ceived by a public utility for services 
rendered to a customer. 

It was held to apply, however, only to 
compensation received by the utility in 
return for services rendered by it. The 
court pointed out that it does not cover 
contracts relating to services rendered to 
the utility and for which the utility ex- 
pends money. 

Therefore, the superior court held, 
the commissions were not within the 
statutory meaning of rates, but were 
merely part of the phone company’s 
operating expenses. 

The court also pointed out that adop- 
tion of the construction proposed by the 
hotel would involve the commission in 
the internal management of the utility. 
It would require the commission to pass 
judgment upon the necessity for the serv- 
ice contracted for and the reasonableness 
of the commission paid. The court held 
this to be purely a managerial function 
and not within the commission’s power 
of regulation. Penn-Harris Hotel Co. v. 
Public Utility Commission, 


Temporary Telephone Rates Made Permanent, Rate Increase, 
Working Capital Allowance Denied 


TELEPHONE company’s application 
for authority to increase rates was 
denied by the Maryland commission. 
Temporary rates authorized by the com- 
mission at an earlier hearing were made 
permanent. Many individuals, munici- 
palities, civic, political, and labor groups, 
opposed the rate increase and some con- 
tended that the temporary rates should 
be reduced. 

The commission first considered the 
need for allocating income and expenses 
between intrastate and interstate opera- 
tions. The method adopted by the com- 
pany, following the procedures recom- 
mended in the NARUC manual, was ap- 
proved by the commission. 

Both the utility and the protestants 
recognized that the commission, in deter- 
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mining rates to be charged, must take 
into account the “fair value” of the prop- 
erty, but they differed greatly as to the 
weight to be given the various elements 
of a rate base. 

The commission pointed out that the 
doctrine of Smyth v. Ames, 169 US 466, 
in which reproduction cost new less de- 
preciation was accepted as a proper rate 
base, has been severely criticized by 
courts and commissions, including the 
Maryland commission. It added, how- 
ever, that it has consistently received 
evidence on this point, with the weight 
given such evidence varying with the 
particular facts of each case and the eco- 
nomic conditions existing at the time of 
the proceeding. 

Reproduction or current cost was con- 
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sidered of very little value in this hear- 
ing because of the fact that the company 
was in a stage of transition from manual 
to dial equipment. The imminency of the 
enormous changes attendant upon con- 
version strongly indicate that there is 
very little reality in a rate base in which 
the principal element is the reproduction 
cost of present plant. 

The rate base which the commission 
allowed in the temporary rate proceed- 
ing might be called an adjusted original 
cost base. The commission pointed out 
that the value of the property exceeded 
its original cost and allowed $1,513,000 
in the rate base to reflect such excess. 
This represented an increase of less than 
23 per cent over original cost. After 
weighing all the evidence presented in 
the current proceeding, the commission 
determined that the fair value of the prop- 
erty as of September 30, 1949, was $110,- 
000,000: 


,000. 

No allowance for working capital was 
made, despite the fact that there was a 
lag of about twenty-five days between the 
performance of service and collection of 
revenues, since a consideration of the 
several excise taxes collected by the com- 
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pany for later payment to the Federal, 
state, and city governments as available 
capital obviated the need for an allow- 
ance. The over-all rate of return allowed 
the company was 54 per cent on its fair 
value rate base. 

The commission, in discussing the 
company’s disbursements for materials 
and supplies, “recognized that in its deal- 
ings with Western Electric, the local 
company does not act as a free, inde- 
pendent agent.” It must follow the pat- 
tern as established by American Tele- 
phone and Telegraph Company, the com- 
mission continued, and is unable to make 
purchases on a competitive basis. 

In concluding its remarks and refus- 
ing any rate increase, the commission 
expressed the opinion that easier times 
are ahead for the company and that it 
will obtain a higher rate of income from 
the same number of dollars. It based its 
belief in part on the increased use of dial 
equipment with accompanying savings, 
reductions in the cost of certain materials 
and equipment, and on cost of living 
indices showing progressively lower lev- 
els. Re Chesapeake & Potomac Teleph. 
Co. (Case No. 4968, Order No. 46,970). 
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FEDERAL COMMUNICATIONS COMMISSION 


Re Zenith Radio Corporation (KS2XBS) 


Docket No. 9517 
February 8, 1950 


) penronta of radio corporation for authority to conduct sub- 
scription television tests on a limited commercial basis; 
granted. 


Radio, § 7.1 — Subscription television. 

The Federal Communications Commission approved a radio corporation’s 
request for authority to make subscription television broadcasts, without 
requiring a public hearing and without approving or disapproving of the 
principle of requiring the television audience to pay for programs received, 
where it appeared that the best method of obtaining full information con- 
cerning both the technical and nontechnical aspects of the plan, including the 
economic aspect, was to authorize the service on a temporary or experi- 
mental basis in a limited area to a limited number of receivers. 


Radio, § 7.1 — Subscription television. 

Statement, in dissenting opinion, that authorization of subscription television 
even on an experimental basis should not be made without a full public 
hearing, since such authorization may prove to be the first step toward the 
introduction of pay-as-you-see or pay-as-your-hear television and radio, a 
concept completely contrary to the American system of free radio and tele- 
vision reception, p. 133. 

Radio, § 7 — Television — Experiments on regular broadcast band. 

Statement, in dissenting opinion, that it is contrary to the Federal Com- 
munications Commission’s own rules and regulations for it to permit a 
radio broadcasting company to conduct experimentation on a regular tele- 
vision broadcast band with a view toward development of a new service 
on the same band, p. 134. 

Radio, § 7.1 — Experimental television broadcasts — Frequency allocation. 
Statement, in dissenting opinion, that it is important for the Federal Com- 
munications Commission to determine which frequencies will be used 
for experimental television broadcasts prior to the awarding of authority 
to a company to conduct subscription television on an experimental basis, 
since otherwise the allocation of frequencies will be confused rather than 
orderly and planned, p. 136. 


(Wesster, Commissioner, dissents; Jones and Hennock, Commissioners, 
concur in separate opinions.) 


¥ 
By the Commission: At a session ton, D. C., on the 8th day of Febru- 


of the Federal Communications Com- ary, 1950, 
mission held at its offices in Washing- The Commission having under con- 
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sideration (1) a petition filed Decem- 
ber 28, 1949, by Zenith Radio Corpo- 
ration, requesting reconsideration of 
the Commission’s action of December 
7, 1949, adopting an order designating 
for hearing the petitioner’s request for 
permission to conduct experimental 
tests of “Phonevision” over station 
KS2XBS (formerly WOXZV), Chi- 
cago, Illinois, and to charge fees for 
viewing programs during the 90-day 
period of the test (FCC 49-1609) ; 
(2) a petition filed August 3, 1949, 
by said petitioner, requesting leave to 
conduct experimental operations em- 
ploying ‘“‘Phonevision” for a period of 
ninety days and for waiver of any or 
all rules necessary to such experiment ; 
and (3) a letter from petitioner to the 
Commission dated October 4, 1949; 


It appearing, that “Phonevision” is 
a proposed system of subscription tele- 
vision described in the petition filed 
August 3, 1949, as follows: ‘“Phone- 
vision may be described as the trans- 
mission of a jittery television picture 
which may be received in scrambled 
form by any television receiver. When 
the owner of a television set wishes 
the jittery picture unscrambled and 
his set is equipped for ‘Phonevision,’ 
he asks the telephone operator to allow 
the key signal to reach his television 
set. As soon as the request is received 
at the telephone exchange, the key sig- 
nal is sent along the telephone wire 
through a filter and into a set. The 
signal then becomes clear” ; 


It further appearing, that petitioner 
proposes to conduct experimental op- 
erations employing “Phonevision” us- 
ing experimental television broadcast 
station KS2XBS operating on Chan- 
nel 2 (54 to 60 megacycles) in the 
area of Chicago, Illinois, on a limited 
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commercial basis, such operations to 
involve 300 test subscribers who will 
be provided by petitioner with tele- 
vision receivers equipped to receive 
“Phonevision” transmissions, and 
who will be asked to pay a fee of 
one dollar per program for programs 
viewed by them via “Phonevision” ; 
It further appearing, that by its or- 
der of December 7, 1949 (FCC 49- 
1609), the Commission designated for 
hearing the said petition on issues 
seeking to obtain full information con- 
cerning the technical and nontechnical 
aspects of “Phonevision” operations, 
as proposed by the petitioner, and in 


addition upon other issues designed to | 


determine the proper classification of 
“Phonevision” as a communications 
service if it were to be authorized on 
a regular basis and the appropriate 
frequencies, if any, upon which such 
experimental operations should be 
conducted ; 

It further appearing, that, a hearing 
on the appropriate classification of 
“Phonevision” as a communication 
service is not an essential preliminary 
to authorizing the conduct of the lim- 
ited tests proposed by petitioner ; and 
that the information and data which 
are sought in the said tests may be of 
assistance in determining this issue; 

It further appearing, that the Com- 
mission is satisfied upon the allega- 
tions of petitioner in its petition for re- 
consideration that the proposed test 
should be conducted in Channel 2 or 
some other television broadcast chan- 
nel, in order to achieve the primary 
objective of the test, namely, to de- 
termine “whether the public will ac- 
cept the principle of ‘pay-as-you-see’ 
television” ; 

It further appearing, that the said 
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petitions indicate that petitioner in- 
tends to install or construct a new 
transmitter and other new equipment 
at station KS2XBS prior to the con- 
duct of the proposed tests, and that 
under the Communications Act of 
1934, as amended, such installation or 
construction cannot be begun without 
the issuance of a construction permit 
by the Commission; and that no ap- 
plication for construction permit has 
been filed by petitioner requesting 
change in the facilities of station 
KS2XBS; 

It is ordered, that the petition by 
Zenith Radio Corporation for recon- 
sideration of the Commission’s action 
of December 7, 1949, is granted, and 
the said order of December 7, 1949 
(FCC 49-1609), is vacated ; 

It is further ordered, that the Zenith 
Radio Corporation is granted special 


temporary authority for a period of 
ninety days from the date of this order 
to conduct experimental operations 


employing petitioner’s system of 
“Phonevision” or subscription tele- 
vision, using the facilities of station 
KS2XBS, Chicago, Illinois, as pro- 
posed in the petitions of August 3, 
1949, and December 28, 1949, sub- 
ject to the following express condi- 
tions : 

(1) This action shall not be con- 
strued as a determination or finding 
that the conduct of said experimental 
operations in the television broadcast 
band is or will be in the public interest 
beyond the express terms of this au- 
thorization. The Commission ex- 
pressly reserves its determination as 
to what frequencies, if any, should be 
allocated to “Phonevision” or to any 
system of subscription television. 

(2) This action shall not be con- 
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strued as a determination or finding 
as to whether or not “Phonevision” or 
any system of subscription television 
constitutes a “broadcast” service, a 
“common carrier” service, or some 
other service classification. The Com- 
mission expressly reserves its deter- 
mination as to this issue. 

(3) Zenith Radio Corporation 
shall avoid any action that might cre- 
ate the impression in the mind of any 
person or persons that “Phonevision” 
has been or will be authorized on a 
regular basis or that the said author- 
ization constitutes approval by the 
Commission of the principle of 
“Phonevision” or subscription tele- 
vision. During the conduct of said 
tests, the experimental and temporary 
nature of the tests shall be announced, 
visually and aurally, at the beginning 
and end of each “Phonevision” pro- 
gram. 

(4) With the exception of pro- 
grams transmitted using the “Phone- 
vision” system, no programs shall be 
transmitted by station KS2XBS. 

(5) The scope of the tests shall be 
confined within the proposals made in 
the petitions led by Zenith Radio 
Corporation on August 3, 1949, and 
December 28, 1949. No more than 
300 receivers shall be equipped and 
installed in subscribers’ homes or else- 
where for “Phonevision” reception for 
the purpose of these tests. No more 
than 300 persons shall be permitted 
to participate in the tests as “sub- 
scribers.” No test subscribers shall 
reside outside the state of Illinois. 

It is further ordered, that in so far 
as said petitions filed August 3, 1949, 
and December 28, 1949, may be con- 
strued to request permission to install 
or construct new transmitting facili- 
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ties or other equipment at station 
KS2XBS for the purpose of the above 
tests, the said petitions are denied 
without prejudice to Zenith Radio 
Corporation filing an appropriate ap- 
plication for construction permit on 
FCC Form No. 309. 

Commissioner Hyde not partici- 
pating; Commissioner Webster dis- 
senting; Commissioners Jones and 
Hennock issuing separate concurring 
views. 


WEBSTER, Commissioner, dissent- 
ing: I dissent from the Commission’s 
action granting, without hearing, 
the request of Zenith Radio Cor- 
poration for permission to use its ex- 
perimental television broadcast station 
KS2XBS (formerly W9XZV) at 
Chicago, Illinois, to conduct experi- 
mental operations employing its sys- 


tem of “Phonevision” or subscription 
television and charging viewing fees 
of one dollar per program to 300 test 
“subscribers” during the period of the 


tests. In my opinion the Commis- 
sion should have adhered to its order 
of December 7, 1949 (FCC 49-1609), 
and in a public hearing determined 
the issues specified in that order 
prior to authorizing this experiment 
and sanctioning public participation 
in “Phonevision” on a commercial 
basis. 

I wish to make it clear at the out- 
set that my mind is completely open 
on the question of the merits of 
“Phonevision” or subscription tele- 
vision as such and whether or not in 
the public interest it should be author- 
ized as a service by the Commission. 
I am aware of the arguments advanced 
by the proponents of “Phonevision” 
that television broadcasting will prove 
unable to provide high-quality pro- 
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gramming to the viewing public if it 
is supported only by sponsored adver- 
tising and that “Phonevision” or sub- 
scription television holds promise of 
making it possible for high-quality 
television programming to be provided 
on an economic basis. I agree that 
these matters should be studied by the 
Commission. There are also other 
questions, including those of a funda- 
mental nature, which must be studied. 
I will discuss them later. Therefore, 
I feel that the first step toward such 
study should be taken in a public hear- 
ing on a public record. 

Zenith requests the use of television 
broadcast Channel 2 (54 to 60 mega- 
cycles) on which to conduct the pro- 
posed experiment. It alleges that it 
will enter into agreements with about 
300 test “subscribers” under which it 
will supply television _ receivers, 
equipped to receive ‘“Phonevision” 
transmissions, to each subscriber free 
of charge and will transmit television 
programs by its “Phonevision” system 
over station KSOXBS for a period of 
ninety days. The test “subscribers” 
will be permitted to view any “Phone- 
vision” program they desire upon pay- 
ing or agreeing to pay a fee of one 
dollar per program for the privilege. 
During the period of the tests the 
Phonevision “unscrambling” signal 
will be introduced into the test “sub- 
scribers” homes over wires furnished 
by the Illinois Bell Telephone Com- 
pany. Zenith also alleges that it will 
expend about $400,000 in conducting 
these tests principally for new equip- 
ment and facilities for its experimental 
station, including a new 5-kilowatt 
video transmitter. It states that the 
“primary objective” of the test is to 
determine ‘“‘whether the public will ac- 
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cept the principle of ‘pay-as-you-see’ 
television.” 

My first concern with granting per- 
mission to conduct the proposed 
“Phonevision” tests is based on my be- 
lief that these tests, despite their in- 
itially limited nature, may prove to be 
the first step toward the introduction 
of subscription television and radio 
into the American system of broad- 
casting. I do not believe that even 
the first move toward such a momen- 
tous change in the American system 
of broadcasting should be taken with- 
out the benefit of a public hearing. 
“Phonevision,” in my opinion, clearly 
is a new service. I question that it 
is “merely an adjunct to the present 
black and white television service” as 
alleged by the petitioner. Since the 


beginning of broadcasting in the Unit- 
ed States in the early 1920's, broad- 


cast reception has been a free service 
to the listener. The 80,000,000 radio 
and television set owners in the Unit- 
ed States have had to pay no fee, either 
to the broadcaster or to the licensing 
authority, for the privilege of listening 
to or viewing programs. Radio was 
free to the listener when the Radio 
Act of 1927 was adopted by the Con- 
gress; it was free to the listener when 
the Communications Act of 1934 was 
enacted. This American system of 
broadcasting has been held up to the 
entire world with justifiable pride as 
the ideal in broadcasting. It has been 
widely proclaimed as the “American 
way.” 

The Communications Act of 1934 
defines “broadcasting” as “the dis- 
semination of radio communications 
intended to be received by the public, 
directly or by the intermediary of re- 
lay stations.” ‘‘Phonevision” essen- 
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tially is a coded “broadcast” which 
can be received in intelligible form 
only by persons who subscribe to the 
decoding signal. Is this broadcasting 
or is it a system of point-to-point com- 
munication closely analogous to the 
method of “multiple addressed” com- 
munications (i. ¢, programs ad- 
dressed to selected receivers)? Is a 
subscription television service in which 
only subscribers who pay a per pro- 
gram fee can view the program a 
broadcast service as we know it in the 
United States or is it a “common car- 
rier service for hire’’? 

I do not believe that very much 
vision is required to see that if the 
Commission should authorize sub- 
scription television, and it should 
prove to be the most profitable method 
of operating a television station, that 
the best evening hours, every day in 
the week, will be devoted to subscrip- 
tion television rather than to free 
television programming. Every tele- 
vision station licensee will be clamor- 
ing for a subscription television fran- 
chise and will be pounding on the 
Commission’s door for regulations in- 
suring that there will be no discrim- 
ination in the issuance of such fran- 
chises or the rates charged therefor. 
Television receiver owners will expect 
the Commission to promulgate rules 
which will provide to each listener a 
choice of some free television pro- 
grams during the best listening hours 
and which will insure that the listener 
be charged a reasonable and nondis- 
criminatory fee for viewing television 
programs. These considerations point 
to a common carrier type of regula- 
tion of subscription television, not to 
the broadcast type of regulation. If 
broadcast stations are to be permitted 
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to engage in a subscription service, 
the Congress may wish to reconsider 
or redefine the provision of § 3(h) of 
the Communications Act, 47 USCA 
§ 153 (h) which now reads: “a per- 
son engaged in radio broadcasting 
shall not, in so far as such person is 
so engaged, be deemed a common car- 
rier.” 

There is a real danger in permitting 
Zenith to conduct the proposed tests 
on its assumption, stated in its peti- 
tion, that “Phonevision is not a new 
service, it is merely an adjunct to 
black-and-white television.” I do not 
know how the Commission ultimately 
will classify subscription television, 
but I think this determination should 
be made before the public is led to 
think that subscription television will 
be permitted in the broadcast tele- 
vision band and that television broad- 
cast stations will ultimately broadcast 
subscription television programs. It 
is a short step from these public as- 
sumptions to the fear that a television 
set not equipped for subscription tele- 
vision, or even for “Phonevision,” is 
incomplete and obsolescent. I see no 
disadvantage to Zenith in requiring it 
to wait while these serious questions 
are determined. The interest of the 
public is paramount and above the in- 
terest of Zenith. I am sure it will 
prove very harmful to the public and 
to the Commission if the public should 
gain the impression on the basis of 
these preliminary tests that subscrip- 
tion television is just around the cor- 
ner. 


The introduction of subscription ra- 
dio or television to the traditionally 
free American radio system is a step 
that cannot be taken lightly by the 


Commission. It is such a fundamen- 
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tal change of the American system of 
broadcasting that it may well be that 
the Commission, upon further consid- 
eration, will conclude that the change 
should be made only after the Con- 
gress has established the new policy 
by an appropriate amendment to the 
Communications Act. Also it may 
well bz that the Congress should be 
requested by the Commission to de- 
termine the fundamental policy ques- 
tion of whether subscription radio or 
television, if authorized by the Com- 
mission, should be regulated on a com- 
mon carrier basis or on a broadcast 
basis. 

In view of the foregoing considera- 
tions, I am opposed to taking the first 
step toward subscription television 
without first conducting a public hear- 
ing and reaching a determination on 
the basis of the record in that hearing 
on the questions of fundamental policy 
discussed above. 

My second concern in this matter is 
with the Commission’s determination 
to permit Zenith to conduct experi- 
mentation looking toward the develop- 
ment of a new service in the television 
broadcast band. This ruling is con- 
trary to the Commission’s own rules 
and regulations, as I understand them, 
which rules were adopted deliberately, 
based upon sound reasoning, and with 
full knowledge of their probable effect 
on all services, including broadcasting. 
Zenith requests the use of television 
broadcast Channel 2 (54 to 60 mega- 
cycles) on which to conduct the pro- 
posed experiment. Under Part 2 of 
the Commission’s Rules, this channel 
is allocated to “Television Broadcast- 
ing” and it is not available for assign- 
ment to experimental stations engaged 
in development of a new or proposed 
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service. The pertinent rule is § 2.103 
(a), as amended, by the Commission 
on January 4, 1950 (Docket 9437). 
It provides : 


“(a) Except as otherwise provided 
in this section the assignment of fre- 
quencies and bands of frequencies to 
all stations and classes of stations and 
the licensing and authorizing of the 
use of all frequencies between 10 kilo- 
cycles and 30,000 megacycles, and the 
actual use of such frequencies for ra- 
dio communication or for any other 
purpose, including the transfer of en- 
ergy by radio, shall be in accordance 
with the table of frequency allocations 
herein, except that in individual cases 
the Commission may, without rule- 
making proceedings, authorize on a 
temporary basis only, the use of a fre- 
quency or frequencies not in accord- 
ance with the table below for projects 
of short duration or emergencies 
where the Commission finds that im- 
portant or exceptional circumstances 
require such utilization: Provided, 
that no such authorization will be 
granted where harmful interference 
would be caused thereby to any serv- 
ice operating in accordance with the 
table of frequency allocations, and pro- 
vided further, that such authorizations 
are not intended to develop a service 
to be operated on frequencies other 
than those frequencies allocated such 
service in the table of frequency allo- 
cations.” (Italics added.) 

Similar provisions are contained in 
Footnote ‘“‘NG1” to the Table of Fre- 
quency Allocations. 


The purpose of the quoted rule is to 
require persons interested in develop- 
ing a new radio service to come to the 
Commission before conducting experi- 
mentation and request the allocation 
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of frequencies for experimentatior 
looking toward the development of 
the service in question. Our experi- 
ence in the mobile radio field has dem- 
onstrated that this provision serves an 
extremely useful purpose; namely, it 
prevents members of the public from 
making substantial expenditures to- 
ward the development of a new radio 
service prior to receiving a “go ahead” 
signal from the Commission. It also 
prevents a zealous experimenter from 
arousing a substantial public demand 
for a new radio service prior to re- 
ceiving assurance from the Commis- 
sion that frequencies will be available 
for that service. 


Part 2 of the Commission’s Rules 
represents, without doubt, one of the 
foremost advances in radio regulation 
since World War II. To disregard 
this advance without chtaining all the 
facts is a step backward and an open 
invitation to chaotic usage of the radio 
frequency spectrum. Further dis- 
cussion, therefore, of § 2.103 of the 
Commission’s Rules quoted above is 
pertinent at this point because the pol- 
icy set forth therein is fundamental to 
the Commission’s policy in making 
frequency allocations and frequency 
assignments. 


Section 2.103(a) refers directly to 
the Commission’s Table of Frequency 
Allocations (§ 2.104(a)) which sets 
forth the bands of frequencies which 
have been allocated to the various rec- 
ognized services. Since Phonevision 
has, in my opinion, every semblance 
of an operation in the Fixed Service 
rather than broadcasting, the only fre- 
quencies available under the Rules are 
those allocated to the Fixed Service. 
To permit a fixed operation to take 
place on a band of frequencies allo- 
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cated to broadcasting, particularly 
when such a large investment is in- 
volved, is in effect to change the allo- 
cation of that band of frequencies from 
the Broadcasting Service to the Fixed 
Service in the Chicago area without 
following the normal rule-making pro- 
cedures. 

If, for economic, equipment, engi- 
neering, or other reasons, Phonevision 
must operate on Television Channel 2 
in the Chicago area, thus depriving 
the Broadcasting Service of the use 
of that channel in that area, I believe 
that the pertinent facts should be es- 
tablished in a formal hearing so that 
the representatives of the several serv- 
ices interested in reallocation proceed- 
ings can make their views known to 
the Commission, thus permitting the 
Commission to render a decision 
which will be in the public interest. 

A number of frequency bands have 
been allocated to the non-government 
fixed service and § 2.103 would not in 
any way preclude the licensing of the 
Zenith station in one of these bands. 
The choice of the order of frequency 
to be employed by particular services 
must be in accordance with the allo- 
cations in Part 2 of the Rules, or the 
Commission will have no method of 
any kind for insuring that broadcast- 
ing stations operate in bands allocated 
for broadcasting services, fixed sta- 
tions operate in bands allocated to the 
fixed service, land stations operate in 
bands allocated to the mobile service, 
etc., as these services and stations are 
defined in Part 2 of the Rules. The 
Zenith operations fall within the scope 
of fixed service as it is defined, but do 
not fall within the scope of the broad- 
casting service as it is defined. Any 
interested persons may, of course, re- 
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quest the Commission to reallocate 
any or all the bands and to thereby 
change the existing service allocations 
in accordance with rule-making pro- 
cedure. Zenith has made no requests 
to the Commission asking that the 
band 54-60 megacycles be allocated to 
the fixed service either on an exclu- 
sive or shared basis with the broad- 
casting service, and until a rule-mak- 
ing procedure resulting in such a 
change of allocations has been con- 
cluded, the Commission is in the posi- 
tion of enforcing 2.103 as regards 
some licensees and of exempting other 
licensees, a practice which is contrary 
to the spirit and intent of the Admin- 
istrative Procedures Act. 

The Commission’s action adopts an 
unwise and unsound method of taking 
the first step toward the development 
of a new radio service, and it does 
this in contravention of the Commis- 
sion’s own rule. Referring again to 
the mobile radio field, the Commis- 
sion’s experience there has shown that 
the grant of experimental authoriza- 
tions on a case-to-case basis, without 
considering the over-all policy consid- 
erations, and without a public hear- 
ing, can and has resulted in the 
development of new services “like 
Topsy” in portions of the radio 
spectrum which may not necessarily 
be best suited for final allocation to 
such services. Only if the Commis- 
sion initiates the development of a new 
service by appropriate rule-making 
procedures, allocating frequencies for 
the experimental development of the 
proposed service, can the Commission 
plan intelligently and effectively for 
the orderly development of the entire 
radio spectrum, both broadcast and 
nonbroadcast. If this step is not taken, 
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the alternative is a degree of anarchy 
in frequency allocation planning. 
Where applications for experimenta- 
tion looking toward the development 
of new services are considered on a 
case-to-case basis such new radio serv- 
ice can fill up a part of the radio spec- 
trum and create such a public demand 
for its continued operation in that part 
of the spectrum that the Commission 
is effectively precluded from allocating 
frequencies to the services in any other 
part of the spectrum. Frequency allo- 
cation throughout the spectrum is then 
accomplished by the method of the fait 
accompli rather than by orderly and 
planned development. Our radio 
spectrum is a valuable national re- 
source belonging to the public which 
we cannot afford to apportion on an 
unwise and unsound basis. While 


Zenith’s petition affects only the VHF 


television broadcast band directly, the 
principle that the Commission has 
adopted in this case before us can and 
I believe will introduce confusion and 
uncertainty into frequency allocation 
in the entire radio spectrum. 

The rule referred to above does not 
preclude the use of any portion of the 
radio spectrum for experimentation of 
any type, but it does require that the 
Commission’s Table of Frequency AlI- 
locations be amended prior to the in- 
ception of experimentation looking to- 
ward the development of a new 
service. The Commission prior to au- 
thorizing experimentation on-the-air 
with subscription television, particu- 
larly wth public participation on a 
commercial basis, should conduct a 
rule-making hearing to determine 
whether § 2.103(a) of its rules should 
be amended to permit the requested 
type of operation of subscription tele- 
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vision in the VHF and UHF tele- 
vision broadcast bands. 


I note with interest the third con- 
dition (subparagraph 3 in the second 
ordering clause) contained in the 
Commission order, that Zenith “shall 
avoid any action that might create the 
impression in the mind of any person 
or persons that ‘Phonevision’ has been 
or will be authorized on a regular ba- 
sis or that the said authorization con- 
stitutes approval by the Commission 
of the principle of ‘Phonevision’ or 
subscription television.” This strikes 
at the very heart of the majority de- 
cision to grant the Zenith application. 
They evidently agree with me as to 
the danger which exists in regard to 
impact on the public, otherwise the 
condition would have no purpose. It 
should be observed that this condi- 
tion is directed only to Zenith. 


The Commission is well aware of 
the possible impact that information 
and interpretations may have on the 
public from other sources over which 
the Commission has no control. The 
information and interpretations are 
often based upon speculation regard- 
less of the written word released by 
the Commission. This is not said in 
criticism as speculation is in many 
cases justified and serves a very use- 
ful purpose. I am enough of a realist, 
however to believe that Zenith or 
someone else will by some word or 
action consciously or unconsciously in- 
timate that because of the Commis- 
sion’s action Phonevision will become 
the future television system and there- 
by place the Commission in the posi- 
tion of prematurely arousing the pub- 
lic to fear a disturbance to their in- 
terest in television and broadcasting. 
Is it the intention of the Commission, 
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as a consequence of this grant, to au- 
thorize all applications made to test 
public reaction to the many possible 
schemes of broadcasting and radio 
communication? Is the Commission 
to authorize such tests without some 
previous or preliminary analysis of 
their merits, and a determination as 
to whether there is a probability of ac- 
commodating the proposed schemes in 
the spectrum in accordance with fun- 
damental allocation policies ? 

I wish to point out certain relatively 
minor aspects of the proposed tests 
that also concern me greatly. Zenith 
is the licensees of experimental tele- 
vision broadcast station KS2XBS li- 
censed to operate on Channel 2 (54 to 
60 megacycles) at Chicago, Illinois, 
for experimental purposes only. It has 
informed the Commission in its peti- 
tions that it intends, if the Phone- 
vision tests be authorized, to install a 
new 5-kilowatt video transmitter and 
other equipment, at a cost of approxi- 
mately $400,000. Zenith also has an 
application pending for a commercial 
television broadcast station to operate 
on Channel 2 at Chicago. The Com- 
mission’s order adopted today makes 
it clear that Zenith must apply for a 
construction permit before commenc- 
ing any new construction of the type 
it has in mind. I want to make it 
plain, in addition, that it is my view 
that the Commission, before granting 
such an application for construction 
permit to install a new transmitter at 
Station KS2XBS, should consider 
carefully whether the grant of such au- 
thority would not raise questions as 
to whether such construction would be 
in contravention to the purposes of 
the Commission’s television “freeze 


order” of September 30, 1948 (FCC 
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48-2182), and also whether it would 
not amount to giving Zenith a “foot in 
the door” in the comparative hearings 
which must be held upon the several 
applications pending for new tele- 
vision broadcast stations at Chicago. 

While the tests are now authorized 
on a limited basis, for a 90-day period 
only and involving only 300 test “sub- 
scribers,” I think it is fair to assume 
that Zenith will request an extension 
of the scope and duration of the tests 
in order to obtain more conclusive 
data as to the public acceptance of 
“pay-as-you-see”’ television. For ex- 
ample, since the tests are intended to 
simulate actual conditions of regular 
“Phonevision” operation, it may be 
claimed that station KS2XBS should 
be permitted to conduct regular com- 
mercial television broadcasts during 
the hours when it is not transmitting 
“Phonevision” programs. It may be 
claimed that it is necessary to extend 
the duration of the tests beyond ninety 
days and to expand the number of test 
subscribers to include a more repre- 
sentative number than 300. These 
dangers are inherent in permitting 
tests of this nature on a limited basis, 
and I predict that the Commission will 
have difficulty in resisting a request to 
extend the duration of the tests es- 
pecially in view of the money expendi- 
ture involved. 

It may be argued that the case dis- 
cussed herein is similar to the tests of 
color television now being conducted 
by several companies. I cannot agree. 
The color television experiments now 
being conducted in the VHF and 
UHF television bands are being un- 
dertaken in furtherance of the objec- 
tives of a pending rule-making pro- 
ceedings, in which the Commission is 
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considering whether final engineering 
standards and rules should be adopted 
governing color television. In addi- 
tion, the color experiments are highly 
desirable in connection with the allo- 
cation phases of that hearing since 
they should supply additional data 
concerning co-channel and adjacent 
channel interference factors, propaga- 
tion characteristics, etc. There is a 
fundamental difference in the current 
color tests and the proposed operations 
of Zenith. The color tests involve 
broadcasting stations in a broadcast- 
ing band whereas Zenith proposes to 
operate what has all the earmarks of 
a fixed station in a broadcasting band. 
The former is consistent with the 
Commission’s allocations, as estab- 
lished in its Rules, whereas the latter 
is not. 


Jones, Commissioner, concurs: I 


have decided to vote for the 90-day 
Phonevision experimentation pro- 
posed by Zenith. Originally I voted 
against this experimentation but upon 
further consideration of the problems 
presented, I have, for the reasons set 
forth below, now come to the conclu- 
sion that these experiments should be 
permitted. 

From the representations made, it 
is my understanding that the only en- 
gineering problem involved is the pass- 
ing of the unscrambling signal from 
one telephone exchange to another 
telephone exchange over different tele- 
phone systems which lie within the 
service area of a television station. In 
this instance, 300 subscribers are pro- 
posed in the area served solely by the 
Chicago Bell Telephone System. In- 
asmuch as it is not proposed in this 
experimentation period of ninety days 
to put the unscrambled signal over the 
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telephone wires of any other exchange 
except the Chicago, no engineering 
problem is involved. 

What we are then doing here by 
approving this experimentation period 
is to permit the collection of data deal- 
ing with the economic problems in- 
volved in the Phonevision proposal. 
We are commercializing for the period 
of ninety days a system of transmit- 
ting incompatible television signals 
which may be made compatible for re- 
ception on present-day receivers by 
two things. First, attaching the pres- 
ent receiver to the telephone system, 
and second, paying a fee per program. 
In this instance, it is proposed for the 
90-day period for Zenith to charge 
one dollar per program per receiver. 
At the end of the period if there are, 
for example, 50 programs transmitted 
and received, the customer will have 
invested $50. The customer will have 
received his entertainment but he will 
have nothing tangible to show for his 
investment in property which he can 
use to pick up future incompatible sig- 
nals. According to the Phonevision 
plan of collecting special fees for tele- 
vision programs transmitted from a 
Phonevision television station, the 
moneys collected will be used to fi- 
nance such television programs. The 
experimentation in this instance is not 
engineering then—it is an economic 
experiment to test whether or not 300 
paying subscribers of the Chicago Bell 
System would pay one dollar per pro- 
gram for a type of program of pre- 
sumably superior quality to the regu- 
lar television programs now being 
broadcast for which the customer does 
not pay anything but which is paid for 
by the advertiser or the station itself. 
I recognize that the test proposed is 
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rather limited in scope. While 300 
customers is considerably less public 
sampling than other public reaction 
tests of new radio techniques, such as 
the current color television tests where 
to date over 10,000 people have viewed 
one of the color systems, nevertheless 
this test offers a solution to the com- 
mon problem of getting public reac- 
tion to new broadcasting techniques. 
So far the color television proponents 
have had to bear all the burden of pro- 
gramming and buying or manufactur- 
ing equipment for both transmission 
and reception of these programs. In 
this instance the public participants 
will aid the proponent by sharing the 
cost through the payment of fees. 
Television, unlike other forms of 
broadcasting, presents a_ particular 
problem because the Commission’s en- 
gineering standards are so limited that 


for all practical purposes they are 
written upon the patent claims of one 
company or upon the claims of patents 
which have been purchased by one 
company with the right to sublicense 


to others. The effect of writing such 
standards has been to permit thé for- 
mation of a patent pool with the re- 
sult that one company is the pre- 
dominant patent licensor who collects 
fees from practically all of the tele- 
vision manufacturing industry. 


To the extent that there is a tend- 
ency toward, if not actual monopoly 
in the licensing of patents for tele- 
vision transmission and _ receiving 
equipment, it is very important from 
the Commission’s standpoint that new 
developments of the art be encouraged. 
While patent holders are entitled to a 
monopoly in the development and 
manufacture of the equipment covered 
by the patents, it does not follow that 


the Commission has to join in that 
monopoly. 

Originally, I voted to deny the peti- 
tion by Zenith to conduct these ex- 
periments because I believed some 
hearings should precede such experi- 
mentation. However, upon reconsid- 
eration, I believe the importance of the 
full encouragement of new television 
techniques justifies the operation 
sought even without such prior hear- 
ings. Accordingly, I have come to 
the conclusion since the Phonevision 
matter was first before us that the 
Commission should be very liberal to 
allow experimental commercialization 
of new techniques and improvements 
in television broadcasting in order to 
give the new inventor an opportunity 
to market his product and to introduce 
it to the public. While Zenith in its 
petition for rehearing says that it pro- 
poses to turn all the receipts of one 
dollar per program over to charity, 
there are many inventors or develop- 
ers of many techniques who can’t af- 
ford to be so generous. For instance, 
it says further in its petition: “Zenith 
would prefer to deliver the entire tele- 
vision signal over the air, without any 
necessity for utilization of the tele- 
phone plant, if it could devise a feasi- 
ble method of employing ‘pay-as- you- 
see’ television in this manner ... . 
The person who may have developed 
such a technique may be in such fi- 
nancial circumstances that he cannot 
afford to demonstrate his invention to 
get public reaction without outside 
economic support. We should not 
force such persons to seek help from 
those who would not be too anxious 
to develop the invention. 


No duty of the Commission is more 
important than that imposed by § 303 
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of the Communications Act, 47 USCA 
§ 303, that the Commission shall 
study and encourage new uses of ra- 
dio. For the Commission, in execut- 
ing this particular mandate of Con- 
gress, is insuring the continuance of 
the free enterprise system in the field 
of broadcasting. The Commission 
must be ever vigilant that new devel- 
opments are not kept from the Ameri- 
can public solely because of the in- 
ability of the small inventor to get his 
invention before the American public 
without having to part with it for a 
pittance and place it in the hands of 
those who may let it rest in their 
files. 


HENNOCK, Commissioner, con- 
curring: I fully agree with the rea- 
soning set forth in the Order here is- 
sued. Although I still feel that any 


steps leading to the possible develop- 
ment of a basically new anc different 
service should be intensively studied 
by the FCC through the device of a 
public hearing, upon reconsideration 
I have concluded that such a hearing 
on Phonevision at this time would 


serve little purpose. The main prob- 
lems which Phonevision will pose are 
economic and social rather than tech- 
nical, and it is just on these facets of 
the problem that information will be 
gathered. This information is re- 
quired for a meaningful hearing, and 
I can see little point in having a pre- 


liminary hearing to see whether it can 
be obtained. Moreover, I cannot see 
how these tests could be conducted in 
any band but that now allocated to 
television broadcasting. 

In this connection I should like to 
point out that the Communications 
Act nowhere requires that a hearing 
be held prior to the inception of a new 
service. Section 2.103 (a) of our 
Rules, as I read it, permits us to au- 
thorize these tests. Our original hear- 
ing designation order makes it clear 
that this proposed service has not been 
classified, that it is problematical 
whether it is “broadcasting” or not. 
I do not see how we can now assume 
that it is not, and therefore remove it 
from the terms of the proviso in that 
section of the Rules. 

Our duty under § 303 (g) of the 
Communications Act is to “encour- 
age” new developments. I feel that 
we should help the proponents of any 
system which offers any promise of 
improvement in our _ broadcasting 
scheme, and the proponents of this 
plan suggest it as a method for the 
possible improvement of television 
programming. I believe that the hold- 
ing of hearings at this time would be 
an impeding rather than an encourag- 
ing move with little to be gained on 
behalf of the public, and therefore vote 
to grant the authorization here re- 
quested on the terms set forth in the 
instant order. 
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Department of Public Utilities 


New England Telephone & Telegraph 
Company 


— Mass —, 90 NE2d 328 
February 6, 1950 


PPEAL from judgment of single supreme court justice deny- 
A ing petition of Department for mandamus to compel tele- 
phone company to charge rates prescribed by order denying 
proposed increase but granting lower rates; judgment affirmed. 


Rates, § 655 — Effect of stay — Rates pending litigation. 
1. A court stay of an order of the Department disallowing a proposed tele- 
phone rate increase and requiring the company to file new rates prescribed 
by the Department enables the company to charge the rates initially proposed 
by it until final disposition of the company’s suit to set aside the order, p. 147. 


Rates, § 655 — Waiver of right to charge new rates — Effect of obedience to 
Commission order. 

2. A telephone company did not lose its right to charge higher rates proposed 
by it by reason of having filed lower rates pursuant to orders of the Depart- 
ment disapproving its proposed rates but granting part of the requested 
increase to cover increased labor costs, since the company may avail itself 
of added revenue available under the orders without abandoning its right to 
have the constitutionality of the orders determined by court, p. 147. 


Appeal and review, § 6 — Rate order — Effect of filing prescribed schedules. 


3. A telephone company did not, by filing prescribed rates, waive its right 
to contest an order disapproving its proposed rate increase and requiring 
it to file lower rates in lieu thereof, since when the Department specifically 
ordered the company to file a new rate schedule, it was the company’s 
absolute duty to obey that order unless and until the court should grant 
relief by an interlocutory stay or by final decree, p. 147. 


Rates, § 653.1 — Validity of order — Imposition of conditions. 


4. A Department order disapproving proposed higher rates but allowing 
a slight rate increase may not be made conditional upon the company’s 
abandonment of its constitutional right to challenge the order disapproving 
its proposed rates, p. 147. 


¥ 


APPEARANCES: J. W. Kelleher, Quirico, Pittsfield, with him), for pe- 
Boston (H. Freed, Boston, and F. J. titioner; H. P. Moulton, Boston 
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(C. C. Cabot, Boston, with him), for 
respondent. 

Before Qua, CJ., and Lummus, 
Ronan, Spalding, and Counihan, JJ. 

Qua, CJ.: This is a petition for a 
writ of mandamus brought by the De- 
partment in this court, purportedly 
under General Laws (Ter. Ed.) Chap 
159, § 40, and the last sentence of 
Chap 25, § 5, for the purpose of com- 
pelling the company as a common car- 
rier as defined in Chap 159, § 12 (d), 
to charge for telephone service the 
rates contained in schedules filed by 
the company with the Department on 
March 31, 1949, as modified by rate 
sheets filed May 13, 1949, and to re- 
frain from charging, as it is now do- 
ing, the higher rates contained in 


schedules previously filed by it on 
April 21, 1948. 

The single justice of this court 
ruled that the company was properly 
charging the higher rates and entered 
judgment dismissing the petition (Oc- 
tober 25, 1949). The Department ap- 
pealed to the full court. General Laws 
(Ter. Ed.) Chap 213, § 1D, inserted 
by Stats 1943, Chap 374, § 4. 

Inasmuch as the case depends al- 
most entirely upon the statutory sys- 
tem of this commonwealth regulating 
intrastate activities of common car- 
riers, including telephone companies, 
we have gathered in a footnote perti- 
nent portions of the principal statutes 
involved." 

The starting point in stating the 





1 General Laws (Ter. Ed.) Chap 25, § 5, 
second paragraph: “The supreme judicial 
court shall have jurisdiction in equity to re- 
view, modify, amend or annul any ruling or 
order of the Commission, or of any member or 
members representing the Commission, but 
only to the extent of the unlawfulness of such 
ruling or order. The procedure before said 
court shall be that prescribed by its rules, 
which shall state upon what terms the enforce- 
ment of the order shall be stayed. . . . The 
burden of proof shall be upon the party ad- 
verse to the Commission to show that its order 
is invalid. .” Third paragraph: “The 
supreme judicial court shall also have juris- 
diction, upon application of the Commission, to 
enforce all valid orders of the Commission and 
the provisions of this chapter and of chapter 
one hundred and fifty-nine.” 

General Laws (Ter. Ed.) Chap 159, § 14, 
first paragraph: “Whenever the Department 
shall be of opinion, after a hearing had upon 
its own motion or upon complaint, that any 
of the rates, fares or charges of any common 
carrier for any services to be performed within 
the commonwealth, or the regulations or prac- 
tices of such common carrier affecting such 
rates, are unjust, unreasonable, unjustly dis- 
criminatory, unduly preferential, in any wise in 
violation of any provision of law, or insufficient 
to yield reasonable compensation for the serv- 
ice rendered, the Department shall determine 
the just and reasonable rates, fares and charges 
to be charged for the service to be performed, 
and shall fix the same by order to be served 
upon every common carrier by whom such 
rates, fares and charges or any of them are 
thereafter to be observed. Every such common 
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carrier shall obey every requirement of every 
such order served upon it, and do everything 
necessary or proper in order to secure absolute 
compliance with every such order by all its 
officers, agents and employees. . 

General Laws (Ter. Ed.) Chap 159, § 18: 
“Subject to the powers of the Department to 
regulate and prescribe rates and charges, a 
common carrier may make commodity, transit, 
or other classes of rates. . . 

General Laws (Ter. Ed.) Chap 159, § 19: 

“Every common carrier shall file with the De- 
partment and shall plainly print and keep open 
to public inspection schedules showing all 
rates, joint rates, fares, telephone rentals, tolls, 
classifications and charges for any service, of 
every kind rendered or furnished, or to be 
rendered or furnished, by it within the com- 
monwealth, and all conditions and limitations, 
rules and regulations and forms of contracts 
or agreements in any manner affecting the 
same, in such places, within such time, and 
in such form and with such detail as the De- 
partment may order. . . . No common 
carrier shall, except as otherwise provided in 
this chapter, charge, demand, exact, receive or 
collect a different rate, joint rate, fare, tele- 
phone rental, toll or charge for any service 
rendered or furnished by it, or to be rendered 
or furnished, from that applicable to such 
service as specified in its schedule filed with 
the Department and in effect at the time. 
Unless the Department otherwise orders, no 
change shall be made in any rate, joint rate, 
fare, telephone rental, toll, classification or 
charge, or in any rule or regulation or form 
of contract or agreement in any manner af- 
fecting the same as shown upon the schedules 
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facts may be taken to be a decision and 
order of the Department on July 24, 
1947, 70 PUR NS 56, authorizing the 
company to file revised schedules of 
rates amounting to an increase over 
rates then in force of about $5,000,- 
000. These schedules were filed on 
that day and became effective on July 
25th. On April 21, 1948, the com- 
pany filed with the Department sched- 
ules of rates designed to effect a still 
further increase of about $10,000,000, 
or a total increase of about $15,000,- 
000 over the rates in effect before July 
25, 1947. These have been called the 
$15,000,000 rates. To allow for the 


30-day interval between the filing and 
the taking effect of these rates as re- 
quired by G.L. (Ter. Ed.) Chap 159, 
§ 19, when the Department does not 
order 
designated as 


“otherwise,” these rates were 
“Effective: May 21, 
1948.” But on April 22, 1948, the 
day after the filing of the schedules for 
these rates, the Department suspended 
their taking effect until March 21, 
1949, the maximum period of ten 
months permitted by G.L. (Ter. Ed.) 


Chap 159, § 20, as amended by Stats 
1939, Chap 18. 

Thereupon the Department insti- 
tuted upon its own motion an investi- 
gation (D.P.U. 8181) as to the pro- 
priety of the proposed rates. On 
March 18, 1949, 83 PUR NS —, 
three days before the expiration of the 
suspension, the Department an- 
nounced its decision, wherein it or- 
dered both that the proposed $15,- 
000,000 rates filed April 21, 1948, be 
disallowed and that the rates filed July 
24, 1947, and then in effect be can- 
celed. Inasmuch as this would leave 
the company without any rates at all 
and would fall short of a full perform- 
ance of the Department’s duty in the 
matter, see National Dock & Storage 
Warehouse Co. v. Boston & M. R. Co. 
227 Mass 197, 201, 202, PUR1917E 
863, 116 NE 544, the Department 
further “ordered” that the company 
“shall file” on or before April 1, 1949, 
new schedules of rates to take effect 
on that day, a principal feature of 
which was to be the addition of 5 per 
cent to each customer’s monthly bill 





filed in accordance with this chapter, except 
after thirty days from the date of filing a 
statement with the Department setting forth 
the changes proposed to be made in the sched- 
ule then in force and the time when such 
changes shall take effect, and such notice to 
the public as the Department orders, to be 
given prior to the time fixed in such statement 
to the Department for the changes to take 
effect. . 

General Lows (Ter. Ed.) Chap 159, § 20, as 
amended by Stats 1939, Chap 18: “Whenever 
the Department receives notice of any changes 
proposed to be made in any schedule filed un- 
der this chapter, it may, either upon complaint 
or upon its own motion, and after notice, hold 

a public hearing and make investigation as to 
the propriety of such proposed changes. Pend- 
ing any such investigation and the decision 
thereon, the Department may, by order served 
upon the common carrier affected, suspend, 
from time to time, the taking effect of such 
changes, but not for a longer period than ten 
months in the aggregate beyond the time when 


the same would otherwise take effect. After 
such hearing and investigation, the Depart- 
ment may make, in reference to any new rate, 
joint rate, fare, telephone rental, toll, classi- 
fication, charge, rule, regulation or form of 
contract or agreement proposed, such order 
as would be proper in 3 proceeding under 
section fourteen. 

General Laws (Ter. Ed.) Chap 159, § 40: 
“Whenever the Department is of opinion. that 
a common carrier subject to its supervision is 
failing or omitting or about to fail or omit 
to do anything required of it by law or by 
order of the Department, or is doing anything 
or about to do anything or permitting anything 
or about to permit anything to be done, con- 
trary to or in violation of the law or of any 
order of the Department, it shall direct its 
counsel to begin, subject to the superwision of 
the attorney general, an action or proceeding 
in the supreme judicial court in the name of 
the department for the purpose of having such 
violations or threatened violations stopped and 
prevented either by mandamus or injunction.” 
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for local service based on the rates in 
effect before the increase of 1947. 
Some other concessions which need 
not be stated were made to the com- 
pany in this order. On March 31, 
1949, in accordance with the order of 
the Department of March 18th, the 
company filed, to be effective April 1, 
1949, schedules of rates on each sheet 
of which was marked “Issued in com- 
pliance with order of March 18, 1949, 
in D.P.U. 8181.” (83 PUR NS 
—) These rates provided for the ad- 
dition of 5 per cent to each monthly 
bill according to the order and have 
been called the 5 per cent rates. They 
went into effect on April 1, 1949, in 
accordance with the order. Ina letter 


of transmittal to the Department for 
the attention of its rate engineer which 
accompanied these rates and which 
was sent in compliance with a rule of 
the Department, the company included 


this statement, “These revised sheets 
are filed pursuant to the order of the 
Department in D.P.U. 8181, dated 
March 18, 1949. The company be- 
lieves and contends that the order of 
the Department in D.P.U. 8181, and 
the rulings of the Department made 
therein in so far as they were adverse 
to the company, are unlawful, and that 
the order is contrary to Articles X and 
XII of the Declaration of Rights of 
the Massachusetts Constitution, and 
the company objects thereto. The 
filing of these revised sheets is made 
without prejudice to, and does not 
constitute a waiver of, such conten- 
tions and objections; on the contrary, 
the company insists thereon, and to 
that end, proposes to take appropriate 
action under G.L. (Ter. Ed.) Chap 
25, §.5.” 

The decision of the Department of 


110) 
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March 18, 1949, stated. that it made 
no provision for an increase in the 
wages paid by the company which be- 
came effective September 12, 1948, 
while the investigation was pending; 
that if the company had (as it assert- 
ed) incurred additional reasonable 
and allowable labor costs of $3,000,- 
000 it was entitled to additional reve- 
nues sufficient to provide for this ex- 
pense ; and that if the company’s man- 
agement was of the opinion that be- 
cause of such labor increase it required 
revenues additional to those allowed 
by the decision, it was “open to the 
company to seek appropriate relief 
from this Department.” In pursuance 
of this suggestion, the company filed 
with the Department on March 24, 
1949, a petition to increase its rates by 
4 per cent in addition to the 5 per cent 
ordered by the Department on March 
18th, so as to make a total surcharge 
of 9 per cent. These have been called 
the 9 per cent rates. In its petition the 
company stated, “The company be- 
lieves and contends that the order of 
the Department in D.P.U. 8181, and 
the rulings of the Department made 
therein in so far as they were adverse 
to the company, are unlawful, and that 
the order is contrary to Articles X and 
XII of the Declaration of Rights of 
the Massachusetts Constitution. The 
filing of this petition does not consti- 
tute a waiver of such contentions; on 
the contrary, the company insists 
thereon and to that end, proposes to 
take appropriate action under G.L. 
(Ter. Ed.) Chap 25, § 5. This peti- 
tion is filed only for the purpose of 
permitting the company to obtain the 
earnings and return allowed by the 
Commission which return the com- 
pany contends is inadequate.” 
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On April 21, 1949, the company 
filed in this court a “Bill of Complaint 
under GL (Ter. Ed.) Chap 25, § 5,” 
for the purpose of annulling the De- 
partment’s order of March 18, 1949, 
which had disallowed the rates filed 
April 21, 1948, and had substituted 
lower rates as hereinbefore set forth. 
By its bill it sought to establish its 
right to collect the rates of April 21, 
1948, on the ground that the lower 
rates ordered by the Department were 
unreasonable, confiscatory, and uncon- 
stitutional. It also sought a stay 
pendente lite of the order of the De- 
partment of March 18, 1949, supra. 
On May 13, 1949, after hearing, the 
Department, in substance, granted the 
company’s petition of March 24, 1949, 
for the so-called 9 per cent rates. 
Thereupon the company filed with the 
Department, for effect on May 14th, 
the rate sheets necessary to realize the 
9 per cent rates allowed by the Depart- 
ment’s order of May 13th, and in its 
letter of transmittal it included a state- 
ment that its petition of March 24th 
was solely for the purpose of obtaining 
additional revenue to offset the wage 
increase which the Department had 
not provided for in its order of March 
18th, but which was stated to be “‘nec- 
essary in order to permit the company 
even to attain the 4.853 per cent rate 
of return which the Department al- 
lowed.” This letter also repeated the 
company’s contention that the order of 
March 18th was unconstitutional and 
its statement that the petition of 
March 24th had been filed “only for 
the purpose of permitting the company 
to obtain the earnings and return al- 
lowed by the Commission [Depart- 
ment?] which return the company 
contends is inadequate.” The letter 


further referred to the equity suit then 
already brought in this court and 
stated that the company was filing the 
9 per cent rates without prejudice to 
the contentions in its bill of complaint, 
without waiver of any rights, and 
“solely for the purpose of temporarily 
minimizing its losses by obtaining 
even the inadequate return allowed by 
the Department in D.P.U. 8181, 
supra, pending action of the court in 
granting the stay applied for, or if 
such stay be not granted, pending its 
final decree.” Thereupon the com- 
pany began charging the 9 per cent 
rates permitted by the Department’s 
order of May 13th, and did so until 
the decree of this court of May 25th, 
hereinafter mentioned. 

On May 23, 1949, a single justice 
of this court, after hearing, entered an 
interlocutory decree in the equity suit, 
reciting that the company had filed 
with the Department a bond in the 
sum of $1,000,000, conditioned upon 
the refund by the company to its cus- 
tomers of any sums that might be col- 
lected by it in excess of the sums 
which might be determined to have 
been legally collectible, and staying 
pendente lite the Department’s order 
of March 18th, disallowing the $15,- 
000,000 rates filed April 21, 1948. 
This decree was equivalent to a tem- 
porary injunction to save the company 
from irreparable loss, if the court 
should ultimately decide that the rates 
imposed by the Department were con- 
fiscatory. Two days later, on May 25, 
1949, the single justice entered by 
consent a second decree staying pen- 
dente lite the order of the Department 
of May 13th, allowing the 9 per cent 
rates. This consent decree was pro- 
posed by the Department itself, be- 
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cause it feared that if its order of May 
13th were not stayed the 9 per cent 
rates allowed by that order might be 
charged in addition to the $15,000,000 
rates which the company intended to 
charge pendente lite after the order of 
the Department of March 18th disal- 
lowing those rates had been stayed. 
After the decree of May 25th the com- 
pany began charging the $15,000,000 
rates contained in its schedules filed on 
April 21, 1948. 

The Department contends that the 
company should not charge the 9 per 
cent rates allowed May 13th, and 
should be compelled to do so in this 
mandamus proceeding in spite of the 
fact that the Department’s order of 
March 18, 1949, supra, disallowing 
the $15,000,000 rates, out of which 
order all the subsequent proceedings 
arose, was stayed by the interlocutory 
decree of this court of May 23, 1949, 
and in spite of the fact that the De- 
partment’s order allowing the 9 per 
cent rates was itself stayed by this 
court by the consent decree of May 
25th, which decree the Department 
contends was beyond the jurisdiction 
of the court and void. The company 
contends that when the order of the 
Department of March 18, 1949, supra, 
disallowing the $15,000,000 rates filed 
April 21, 1948, and substituting other 
rates therefor, was stayed by this 
court the $15,000,000 rates went into 
effect pendente lite and subject to the 
bond, and that it is now rightly charg- 
ing those rates. 

To this petition for a writ of man- 
damus the company demurred, and 
filed pleas, principally on the ground 
that the department has a complete 
remedy in the equity suit, which was 
pending in this court before the pres- 
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ent petition was entered, and is still 
pending. The company contends that 
this petition for a writ of mandamus 
is a collateral attack upon the interloc- 
utory decrees of this court above de- 
scribed, entered in the equity suit. If 
it were necessary to deal with these 
questions they would require careful 
consideration. But it is evident that 
the Department and the company are 
in serious disagreement as to the pres- 
ent effect of the several orders of the 
Department and decrees of this court 
hereinbefore set forth, and it seems 
desirable in the interest of orderly ad- 
ministration now and in the future 
that these differences be resolved as 
promptly as possible. We therefore 
turn at once to a discussion of sub- 
stantive rights and duties. We can do 
this because the result of the case will 
be the same in any event, and decision 
upon the substantive issues will render 
the demurrer and pleas of no conse- 
quence. This decision is not to be 
taken as authority upon any of the 
issues raised by the demurrer or the 
pleas and not also directly involved in 
dealing with the merits. 


[1-4] In our opinion the rights of 
the parties, succinctly stated, were and 


are as follows: If it were not for the 
Department’s statutory power to regu- 
late rates the company would have had 
the full right to promulgate and put in- 
to effect the $15,000,000 rates filed 
April 21, 1948. It still had that right 
except as its acts were affected and 
modified by orders of the Department. 
This appears from the language of G.L. 
(Ter. Ed.) Chap 159, §§ 14, 17, 18, 
19, and, particularly, the first two sen- 
tences of § 20, as amended by Stats 
1939, Chap 18. We do not under- 
stand that the Department disputes 
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this. The order of the Department of 
April 23, 1948, suspending the taking 
effect of the $15,000,000 rates was, 
prima facie, a valid order under Chap 
159, § 20, as amended by Stats 1939, 
Chap 18. That order, and that alone, 
prevented the $15,000,000 rates going 
into effect until the suspension should 
expire on March 21, 1949. But be- 
fore the suspension expired the De- 
partment made its decision and order 
of March 18, 1949, supra, disallowing 
the $15,000,000 rates and requiring 
the company to file in substitution 
therefor a new schedule of rates speci- 
fied by the Department. This also 
was, prima facie, a valid order and had 
the effect of continuing to prevent the 
$15,000,000 rates from taking effect 
and also put into effect the rates then 
ordered by the Department; but this 
order was subject at all times and in 


all its parts to be reviewed, modified, 
amended, or annulled by this court un- 
der G.L. (Ter. Ed.) Chap 25, § 5, to 


the extent of any “unlawfulness” 
therein, including of course any con- 
fiscatory or unconstitutional element 
contained in it. The order was also 
subject under § 5 and the rules of this 
court* to having its enforcement 
“stayed” until its lawfulness or unlaw- 
fulness could be determined after full 
hearing in this court. The words of 
the statute “upon what terms the en- 
forcement of the order shall be stayed” 
do not refer merely to the staying of 
some actual proceeding taken by the 
Department to enforce its order. They 
include the staying of the obligation 
of the company to obey the order. 
The company immediately announced 
its intention to avail itself of its judi- 
cial remedy and without delay began 


2 Equity Rule 34, 252 Mass 610. 
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suit in this court to have temporarily 
stayed and finally annulled the order 
of the Department of March 18th in 
all its parts and to test the company’s 
constitutional right to put into effect 
rates not lower than the $15,000,000 
rates filed April 21, 1948. This court, 
acting under the statute, decreed a 
stay of the order of the Department. 
This rendered the entire order inef- 
fective pendente lite, both that part 
which disallowed the $15,000,000 
rates and that part which ordered low- 
er rates in substitution therefor. The 
result was to remove the only bar 
which had theretofore prevented the 
$15,000,000 rates from taking effect 
and those rates took effect at once 
pendente lite. The schedules of those 
rates have at all times remained on 
file with the Department, and satisfy 
the statutory requirement of filed 
schedules. The company is rightfully 
charging its customers those rates, 
and until the final decision of this 
court as to the right of the company 
to maintain them the customers are 
protected by the bond. 

The Department contends, as we 
understand it, that the company has 
lost its right to charge the $15,000,- 
000 rates filed April 21, 1948, by rea- 
son of having filed the schedules of 
the 5 per cent rates pursuant to the 
order of the Department of March 18, 
1949, supra, and also by reason of 
having on March 24, 1949, petitioned 
for the 9 per cent rates and having on 
May 13, 1949, after favorable action 
by the Department on that petition, 
filed the schedules of the 9 per cent 
rates. We cannot agree with either 
contention. When on March 18, 
1949, supra, the Department specif- 
ically ordered the company to file new 
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schedules of rates (which resulted in 
the filing of the 5 per cent rates),° it 
was the absolute duty of the company 
under the statute to obey that order 
and to file and abide by those rates 
unless and until this court should 
grant relief by an interlocutory stay 
or by final decree. General Laws 
(Ter. Ed.) Chap 159, § 14, provides 
in part, “Every such common carrier 
shall obey every requirement of every 
such order served upon it, and do 
everything necessary or proper in or- 
der to secure absolute compliance with 
every such order by all its officers, 
agents, and employees.” As we have 
already said, the Department’s order 
of March 18, 1949, supra, was in force 
until stayed, modified, amended, or 
annulled by this court. International 
R. Co. v. Prendergast (1930) PUR 
1932A 161, 52 F2d 293, 296. The 
company did not by observing the or- 
der in obedience to the command of 
Chap 159, § 14, lose its right to have 
this court pass upon the lawfulness of 
the order under Chap 25, § 5. Allen 
v. St. Louis, I. M. & S. R. Co. (1913) 
230 US 553, 555, 57 L ed 1625, 33 
S Ct 1030; Banton v. Belt Line R. 
Corp. (1925) 268 US 413, 417-418, 
69 L ed 1020, PUR1926A 317, 45 
S Ct 534. 


Neither did the company lose its 
right by availing itself of the sugges- 
tion made by the Department itself in 
its decision of March 18, 1949, supra, 
that the Department might, upon peti- 
tion, allow thé company increased 
rates (the 9 per cent rates) in conse- 
quence of added labor costs. It was 
proper for the Department to make 


this suggestion. We discover no rea- 
son why the company could not avail 
itself of the suggestion and acquire the 
added revenue, the need of which the 
Department itself recognized, without 
abandoning the company’s right to in- 
sist upon having this court determine 
the constitutionality of the Depart- 
ment’s order of March 18, 1949, 
supra. See Lowell Gas Co. v. De- 
partment of Public Utilities, 324 Mass 
80, 81-82, 78 PUR NS 506, 84 NE2d 
811, and note. The Department’s al- 
lowance of the 9 per cent rates was not 
made, and could not have been made, 
conditional upon the company’s aban- 
donment of constitutional rights. It 
is obvious that the company never in- 
tended to waive or abandon its right 
to test the order of March 18, 1949, 
supra, in this court. Waiver is com- 
monly defined as the intentional relin- 
quishment of a known right. The 
company asserted and insisted upon 
its rights in the clearest terms at every 
stage of the proceedings. See Inter- 
national R. Co. v. Prendergast, supra. 
It insisted at all times that the in- 
creases allowed by the Department 
were inadequate, and that the rates 
as allowed were confiscatory. It took 
the necessary proceedings leading to 
the interlocutory decree staying the 
order of March 18, 1949, supra. No 
provision of statute prevented the 
company from taking this course. 
Such course was not contrary to public 
policy. Indeed, a case may well be 
imagined where the solvency of an im- 
portant utility might depend upon its 
ability to take such increases as a reg- 
ulatory board should concede it ought 





8 If the use in this order of the word “may” 
in connection with the additional 5 per cent 
is to be construed as giving the company an 
option whether or not it should take the addi- 
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tional 5 per cent, which we do not decide, at 
least the order required the company to file 
new schedules no more advantageous to it 
than the 5 per cent rates. 
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to have without thereby losing its 
right to claim more. Each order made 
and each rate filed (whether in pursu- 
ance of an order or of a suggestion or 
permission) after the Department’s 
order of March 18, 1949, supra, was 
made or filed subject to the right of 
the company to have this court pass 
upon that order, and in the discretion 
of the court to stay its enforcement 
pendente lite, and ultimately to allow 
the $15,000,000 rates of April 21, 
1948, to take final effect, if lower 
rates should be found confiscatory and 
unconstitutional. The fatal flaw in 
the Department’s argument consists 
in its failure to recognize and apply 
this principle. Only by insistence up- 
on this principle can the right of ap- 
peal to this court granted by G.L. 
(Ter. Ed.) Chap 25, § 5, be fully 
preserved. . 

We do not find it necessary to de- 
termine whether the second interloc- 
utory decree of the single justice of 
this court, entered by consent May 25, 
1949, purporting to stay pendente lite 
the order of the Department of May 
13th permitting the 9 per cent rates 
was beyond the power of the court, 
as the Department now contends it 
was on the ground that there had been 
no “appeal” under G.L. (Ter. Ed.) 
Chap 25, § 5, from the order allowing 
those rates. We do not imply that the 


court did not have power to enter in 
the equity suit that was filed suitable 
interlocutory decrees to protect the 
rights of the company and to save it 
from irreparable loss pending that 
suit, but in our opinion the interlocu- 
tory decree of May 25th was in any 
event unnecessary and without practi- 
cal effect, since as hereinbefore ex- 
plained the earlier interlocutory decree 
of May 23rd staying the department’s 
order of March 18th had the result of 
permitting the $15,000,000 rates to 
take effect pendente lite and so neces- 
sarily had the effect of suspending 
pendente lite all the lower rates filed 
later, including the 9 per cent rates 
which the Department is now seeking 
to enforce. 

From what has been said it follows 
that the single justice rightly ruled 
that the company is now properly 
charging the $15,000,000 rates filed 
April 21, 1948, and rightly dismissed 
this petition. 

We need hardly add that if on the 
hearing on the merits of the equity 
suit pending in this court the company 
shall be unable to maintain its conten- 
tion that the order of the Department 
of March 18, 1949, supra, was confis- 
catory and unlawful, an entirely differ- 
ent situation will be presented. 

Judgment affirmed. 
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NEW YORK COURT OF APPEALS 


Consolidated Edison Company of New 
York, Incorporated 


Milo R. Maltbie et al. 


300 NY 196, 90 NE2d 35 
December 29, 1949 


PPEAL from court order annulling Commission order fixing 
A temporary rates; order reversed and determination of Com- 
mission confirmed. Reargument denied and remittitur amended, 
Jan. 13, 1950, 300 NY 645, 90 NE2d 498. For decision of 
lower court, see (1949) 275 App Div 475, 80 PUR NS 521, 91 
NYS2d 39; and for Commission decision, see (1948) 78 PUR 


NS 221. 


Rates, § 85 — Powers of Commission — Emergency rate — Time limeit. 
1. The Commission has authority to make a temporary rate order when 
the public interest so requires even though hearings in a rate investigation 


have been closed, p. 153. 


Valuation, § 104 — Accrued depreciation — Reserve as measure — Temporary rate 


proceeding. 


2. The Commission, in fixing temporary rates to allow 5 per cent on the 
original cost of physical property less accrued depreciation, pursuant to 
statute, is not required to accept a company’s reserve for depreciation as the 
equivalent of accrued depreciation but may estimate actual depreciation, 


p. 153. 


Valuation, § 104 — Measure of accrued depreciation — Reserves. 
3. Depreciation reserves constitute some evidence of accrued depreciation, 
but this presumption is not conclusive, p. 156. 


(Conway and Dye, JJ., dissent.) 


APPEARANCES: Sherman C. Ward, 
George H. Kenny, Albany, and Jo- 
seph J. Doran, Buffalo, for appellants ; 
John P. McGrath, Corporation Coun- 
sel, New York city (Andrew Bellanca 
wid Jeme> J. Thornton, New York 
rity, of cvunsel), for citv of New 
ork, ¢ ‘cus curiae, in suppu.t of ap- 
yellants’ position; Harry Lesser, New 
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York city, for Cranford Taxpayers 
Ass’n and others, amici curiae, in sup- 
port of appellants’ position; Jacob H. 
Goetz, New York city, James P. Hill, 
Norwich, Richard Joyce Smith, and 
Cameron F. McRae, New York city, 
for respondent. 

Fup, J.: This appeal, taken as of 
right by the Public Service Commis- 
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sion, requires review of a nonunani- 
mous order of the appellate division, 
third department, annulling an order 
of the Commission which fixed tem- 
porary rates for electricity supplied by 
the Consolidated Edison Company of 
New York, Inc., within the city of 
New York. In fixing temporary 
rates, the Commission purported to 
act under the authority of § 114 of the 
Public Service Law, Consol. Laws, 
Chap 48, and whether or not it acted 
in conformity with that statute, is the 
question presented in this article 78 
proceeding. 

Section 114, added to the Public 
Service Law in 1934, Laws 1934, 
Chap 287, reads as follows: 


“To facilitate prompt action by the 
Commission in proceedings involving 
the reasonableness of the rates of any 
public utility and to avoid delay in any 


such rate proceeding, the Commission 
is hereby authorized to require any 
public utility company to establish, 


provide and maintain continuing 
property records, including a list or 
inventory of all of the physical prop- 
erty actually used in the public serv- 
ice, and to require any public utility 
company to keep its books, accounts 
and records in such manner as to show 
currently the original cost of said 
physical property and the reserves ac- 
cumulated to provide for the retire- 
ment or replacement of said physical 
property. 

“The Commission may, in any such 
proceeding, brought either on its own 
motion or upon complaint, upon notice 
and after hearing, if it be of opinion 
that the public interest so requires, im- 
mediately fix, determine, and prescribe 
temporary rates to be charged by said 
utility company pending the final de- 


termination of said rate proceeding. 
Said temporary rates so fixed, deter- 
mined and prescribed shall be suff- 
cient to provide a return of not less 
than 5 per centum upon the original 
cost, less accrued depreciation, of the 
physical property of said public utility 
company used and useful in the public 
service, and if the duly verified reports 
of said utility company to the Com- 
mission do not show the original cost, 
less accrued depreciation, of said prop- 
erty, the Commission may estimate 
said cost less depreciation and fix, de- 
termine and prescribe rates as herein- 
before provided. 

“Temporary rates so fixed, deter- 
mined, and prescribed under this sec- 
tion shall be effective until the rates 
to be charged, received, and collected 
by said utility company shall finally 
have been fixed, determined and pre- 
scribed. The Commission is hereby 
authorized in any proceeding in which 
temporary rates are fixed, determined 
and prescribed under this section, to 
consider the effect of such rates in fix- 
ing, determining and prescribing rates 
to be thereafter charged and collected 
by said public utility company on final 
determination of the rate proceeding.” 

In May of 1946, the Commission, 
on its own motion, instituted an in- 
vestigation into all of the rates 
charged by the Consolidated Edison 
Company. Hearings began in June, 
1946, continued from time to time 
over a 2}-year period, until Decem- 
ber, 1948. On the last day of the ac- 
tual hearing, the Chairman of the 
Commission, who was presiding, an- 
nounced that the Commission was 
considering the adoption of a tempo- 
rary rate order. Over the company’s 
protest, the Commission on December 
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30, 1948, 78 PUR NS 221, entered 
the order, here under review, that 
there be a 10 per cent reduction in the 
total charges made to every consumer 
for electric service in specified service 
classifications. The temporary rates, 
expressly made effective “until final 
rates are determined,” were calculated 
to accomplish a gross reduction to cus- 
tomers of $21,500,000, which, after 
adjustment for reduced taxes, is 
equivalent to a reduction of $12,427,- 
000 in the company’s net income. 
On a prior appeal recently before us, 
we held that, in view of the recoup- 
ment provisions of § 114, the alleged 
failure of the Commission to follow 
the requirements of the statute did not 
warrant an injunction against the en- 
forcement of its order pending appeal, 
and we accordingly reversed an order 
of the appellate division that granted a 
stay. See Consolidated Edison Co. v. 
Maltbie (1949) 299 NY 172, 79 
PUR NS 79, 86 NE2d 161; see, also, 
Bronx Gas & E. Co. v. Maltbie 
(1936) 271 NY 364, 14 PUR NS 
337, 3 NE2d 512. As a result of 
that decision, the temporary rates 
went into operation as of January 10, 
1949, and, although the appellate di- 
vision thereafter annulled the Com- 
mission’s order, they continue in effect 
down to the present through stays of 
that court’s decision pending our re- 
view. As indicated, following consid- 
eration of the Commission’s determi- 
nation on the merits, the appellate 
division concluded that the Commis- 
sion had failed to comply with those 
requirements of § 114 which prescribe 
the manner of fixing temporary rates. 
[1] The company’s threshold con- 
tention that, since the hearings on the 
rate investigation had been closed, the 
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Commission was functus officio and, 
by that token, without power to make 
a temporary rate order, requires but 
short answer. And see Consolidated 
Edison Co. v. Maltbie, supra. The 
legislature made it exceedingly clear 
that the Commission is authorized to 
fix temporary rates “pending 

final determination” of a permanent 
rate proceeding if the Commission be 
“of opinion that the public interest so 
requires,” § 114, 2d par. The time 
limitation implicit in the statute is 
that temporary rates can be imposed 
only after a permanent rate proceed- 
ing has been commenced and before 
its final determination. As the legis- 
lature undoubtedly appreciated, the 
facts which make possible a temporary 
rate order—or the considerations 
which point to its propriety—may not 
be adduced or brought to the Commis- 
sion’s attention until the final stages of 
the proceeding, for such proceedings 
do not follow any set or prescribed 
course. And, beyond that, the legis- 
lature must also have realized, consid- 
erable time, even after the hearings are 
closed and the record made, may fre- 
quently be required for ultimate deter- 
mination of the very complicated rate 
problem presented. 


[2] The principal contention ad- 
vanced by the company is that the 
Commission violated the mandate of 
the statute that the temporary rates be 
fixed and determined so as to yield a 
return of not less than 5 per cent 
“upon the original cost, less accrued 
depreciation, of the physical property 
of said public utility company used and 
useful in the public service” (Section 
114, 2d par.). : 

There is no question that the Com- 
mission attempted to fix the rates in 
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just the way described and, if the 
Commission’s method in ascertaining 
the amount of accrued depreciation be 
correct, there is also no question that 
the result complies with the require- 
ments of the statute. In arriving at 
its result, the Commission found the 
original cost of the property, as shown 
on the company’s books, to be $813,- 
000,000, from which it deducted 
$255,000,000, as representing accrued 
depreciation. This latter sum was 
made up of $160,000,000, which was 
the amount carried on the company’s 
books as reserve for depreciation plus 
an additional sum of $95,000,000, 
which, an engineer employed by the 
Commission testified, was the amount 
of the deficiency in that reserve. The 


inclusion of this additional sum is 
justified by the Commission upon the 
ground that the books of the company 


“do not show” the amount of accrued 
depreciation and that, by reason there- 
of the Commission was authorized by 
the second paragraph of § 114 to pro- 
ceed to make its own “estimate” of the 
accrued depreciation. 

The appellate division held that the 
expression, “accrued depreciation,” 
used in that second paragraph of 
§ 114, refers “to the same thing” 
[(1949) 275 App Div 475, 80 PUR 
NS 521, 91 NYS2d 39] as the ex- 
pression, “the reserves accumulated to 
provide for the retirement or replace- 
ment of said physical property,” con- 
tained in the first paragraph; that the 
latter phrase relates to the amount ac- 
tually carried by the company on its 
books for the purposes specified ; and 
that, since the books did “show cur- 
rently” the amount of such accumu- 
lated reserves—namely, $160,000,000 
—the Commission was required to use 


that figure as the amount of “accrued 
depreciation” and could not undertake 
to make its own estimate. 

In the literature of accounting, in- 
cluding public utility accounting, the 
term, “accrued depreciation,” is by no 
means synonymous with the term, “re- 
serves accumulated to provide for the 
retirement or replacement of . 3 
property.” Phrased somewhat differ- 
ently, the retirement reserve was—un- 
der the accounting practice followed 
generally by electric utility companies 
until recent years—designed primarily 
as a reserve for the equalization of 
retirements as required from time to 
time and was not intended to reflect 
or represent accrued depreciation. 
See, e.g., New York Edison Co. v. 
Maltbie (1935) 244 App Div 685, 
691, 9 PUR NS 155, 281 NYS 223, 
229, affirmed (1936) 271 NY 103, 15 
PUR NS 143, 2 NE2d 277; see, also, 
National Association of Railroad and 
Utility Commissioners, Report of 
Committee on Depreciation [1943], 
pp. 4-7. Certainly, in fixing perma- 
nent rates, the amount of accrued de- 
preciation would have to be ascer- 
tained, and the reserves shown on the 
books, no matter how denominated, 
would not be controlling. See, e. g., 
People ex. rel. Consolidated Water Co. 
v. Maltbie (1937) 275 NY 357, 20 
PUR NS 375, 9 NE2d 961, 964, af- 
firming (1935) 245 App Div 866, 282 
NYS 412; Long Island Lighting Co. 
v: Maltbie (1937) 249 App Div 918, 
18 PUR NS 225, 292 NYS 807; cf. 
Federal Power Commission v. Hope 
Nat. Gas Co. (1944) 320 US 591, 
88 L ed 333, 51 PUR NS 193, 64 
S Ct 281. 


It is strongly urged, however, that 
whatever these terms—accrued depre- 
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ciation and reserves accumulated for 
retirement or replacement of property 
—may mean in other contexts, to 
draw a distinction between them in 
the present context would be to distort 
the legislative design. In making a 
temporary rate order, expedition and 
promptness and the ready availability 
of factual information are prime requi- 
sites. In other words, the argument 
runs, the legislature determined that, 
in computing temporary rates, reliance 
should be placed only upon the facts 
and figures readily disclosed by the 
company’s books, since they had at 
least the virtue of definiteness in con- 
trast to the uncertainty that would 
stem from the traditional use of specu- 
lative and varying expert opinion. 
See Bronx Gas & E. Co. v. Maltbie, 
supra, 271 NY 364, 372, 373, 14 
PUR NS 337, 3 NE2d 512, 514, 515. 

These considerations are indeed 
weighty and may not be minimized. 
They would, in our view, be conclu- 
sive if the Commission had the au- 
thority to require that the reserves ac- 
cumulated and shown on the books 
reflect correctly the accrued deprecia- 
tion of the property. But we look in 
vain for such authorization. On the 
contrary, the Commission has twice 
endeavored to prescribe the method of 
setting up depreciation reserves and 
twice have those attempts been held to 
be beyond the powers conferred upon 
the Commission. See New York Edi- 
son Co. v. Maltbie, supra, affirming 
(1935) 244 App Div 685, 9 PUR NS 
155, 281 NYS 223; People ex rel. 
New York R. Co. v. Public Service 
Commission, 223 NY 373, PUR 
1918F 125, 119 NE 848; see, also, 1 
Report of Commission on Revision of 
Public Service Commission Law 
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[1930], p. 128; cf. Rochester Gas & 
E. Corp. v. Maltbie (1949) 298 NY 
867, 84 NE2d 635. It is true that 
this court, in affirming the determina- 
tion in the New York Edison Com- 
pany Case, pointed that the Commis- 
sion could have elicited from the com- 
panies there involved the information 
sought “by directions of the Commis- 
sion that would have been open to 
none of the objections to its present 
orders” 271 NY at p. 112, 15 PUR 
NS at p. 146, 2 NE2d at p. 279. The 
very objection that was there urged by 
the companies and upheld as valid by 
the court, however, was that the Com- 
mission could not compel the compa- 
nies to set up their reserves on the 
basis of such information. 


The result, therefore, is that, al- 
though the Commission is empowered 
to obtain the information as to the 
amount of accrued depreciation and to 
require that such information be pre- 
served somewhere in the books and 
records of the company, the Commis- 
sion lacks the power to require the 
company to accumulate reserves in any 
amount other than as the company’s 
own judgment dictates. The reserves 
accumulated, as “shown currently” on 
the books, pursuant to the first para- 
graph of § 114, would consequently 
continue to be the amount decided up- 
on by the company in the exercise of 
its own unfettered judgment and not 
subject to correction by the Commis- 
sion. 


It challenges reason to suppose that 
the legislature purposefully required 
that the Commission accept willy-nilly 
the company’s figures on depreciation 
regardless of how incorrect or inaccu- 


” 


rate they be. “If that were so,” as 
Presiding Justice Foster stated in the 
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course of his dissenting opinion below, 
“a utility company could put any fig- 
ures on its report to indicate accrued 
depreciation and the Commission 
would be obliged to accept them. Ob- 
viously, this cannot have been the leg- 
islative intent, . . . .” Supra, 275 
App Div at p. 483, 80 PUR NS at 
p. 527, 91 NYS2d at p. 46. While 
it may be impossible “completely to 
fathom the legislative mind” People 
ex rel. New York C. & H. R. R. Co. 
v. Public Service Commission, 227 
NY 248, 257, PUR1920B 350, 125 
NE 438, 440, it is safe to venture 
that the legislature could not have in- 
tended that the Commission be treated 
merely as a clerk making purely math- 
ematical computations. Cf. United 
States v. Morgan (1941) 313 US 
409, 415, 85 L ed 1429, 40 PUR NS 
439, 61 S Ct 999. 


[3] There is certainly nothing in 
either the express language or the 
general design of the statute which 


compels such a result. On the con- 
trary, recognition can be given to the 
fact that the expressions in the 
two paragraphs—reserves accumu- 
lated and accrued depreciation—are 
obviously related without forcibly sub- 
stituting the one for the other. In- 
deed, such substitution produces illog- 
ical and unintended consequences. 
For example, if the term, “accrued 
depreciation,” were substituted for the 
phrase in the first paragraph of § 114, 
“reserves accumulated to provide for 
the retirement or replacement” of 
property, the paragraph would au- 
thorize the Commission to require 
utility companies to show currently on 
their books the accrued depreciation of 
their property, contrary to the decision 
in the New York Edison Company 


82 PUR NS 


Case (1935) 244 App Div 685, 9 
PUR NS 155, 281 NYS 223, affirmed 
(1936) 271 NY 103, 15 PUR NS 
143, 2 NE2d 277. Similar con- 
sequences would follow if the phrase 
in the first paragraph were sub- 
stituted for the term “accrued de- 
preciation,” contained in the second 
paragraph. The relationship between 
the two terms is given effect if it be 
presumed, as would ordinarily be the 
case, that, for the purposes of a tem- 
porary rate order, the reserves accu- 
mulated for retirement or replacement, 
as shown on the books, represent the 
accrued depreciation specified in the 
second paragraph—for such reserves 
unquestionably constitute some evi- 
dence of accrued depreciation. But 
this presumption is not made conclu- 
Sive. 

In a case such as the present, where 
a witness for the Commission has tes- 
tified that the figure for accrued de- 
preciation is $95,000,000 more than 
the reserve accumulated by the com- 
pany on its books, and a witness for 
the company itself has indicated that 
the actual depreciation exceeded the 
book reserve by some $40,000,000, the 
Commission need not blind itself to the 
fact that the reserve so accumulated 
upon the company’s books does not— 
as reasonable men would use the word 
—‘“show” the accrued depreciation. 
The Commission was authorized, 
therefore, to make an estimate of that 
item. In the light of the evidence ad- 
duced, it may not be said that its figure 
of $255,000,000 was without support. 
While other and variant figures were 
in the record, the courts will not and 
cannot assume that the Commission 
failed to consider them in reaching its 
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estimate, which concededly was not a 
final determination. 

The construction which we have 
placed upon the statute impresses us 
as being more in accord with the leg- 
islative design, more reasonable and 
fair, than alternative interpretations. 
It gives full play to all of the statu- 
tory prescriptions and is consistent 
with all of its objectives. Expedition 
and promptness will be achieved. Re- 
liance will continue to be placed upon 
the amount accumulated by the com- 
pany rather than upon an estimate by 
the Commission, except where the for- 
mer is known to be misleading. In the 
latter case, substitution of a more ac- 
curate figure would seem to be de- 
manded if meaning is to be given to 
the statutory direction that “the ef- 
fect” of temporary rates is an element 
to be weighed and considered in deter- 
mining permanent rates. Public Serv- 
ice Law, § 114, 3rd par.; see Bronx 
Gas & E. Co. v. Maltbie, supra, 271 
NY 364, 375, 14 PUR NS 337, 3 
NE2d 512, 516. The value of expe- 
rience under temporary rates is nat- 
urally increased in proportion to the 


correspondence between the rate base 
for such temporary rates and the base 
for permanent rates. And, finally, if 
a temporary rate order is made within 
the framework of § 114—as it here 
was—the recoupment provisions of 
that section apply to prevent any in- 
justice or prejudice to the company 
even if the temporary rate fixed is 
later found to have been placed at too 
low an amount. See Consolidated 
Edison Co. v. Maltbie (1949) 299 
NY 172, 79 PUR NS 79, 86 NE2d 
161; Bronx Gas & E. Co. v. Maltbie, 
supra. 

The order of the appellate division 
should be reversed and the determina- 
tion of the Public Service Commission 
confirmed, with costs in this court and 
in the appellate division. 


Loughran, CJ., and Lewis, Des- 
mond, and Bromley, JJ., concur with 
Fuld, J. 


Conway and Dye, JJ., dissent and 
vote to affirm on the opinion of Justice 
Santry at the appellate division. 


Order reversed, etc. 





FEDERAL POWER COMMISSION 


Re Louisiana Power & Light Company 
et al. 


Docket No. E-6246 
December 12, 1949 


PPLICATION for approval of sale of electric facilities by one 
A company to another wherein municipality seeks to inter- 
vene on ground that disposition of facilities to town would be 
more in the public interest; petition to intervene dismissed and 

proposed sale approved. 
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Consolidation, merger, and sale, § 19 — Sale of electric facilities — Public inter- 
est — Possibility of alternative transaction. 
Allegations regarding a possible alternative and allegedly better transaction 
are irrelevant to the determination of whether or not the proposed sale and 
merger of electric facilities, for which Federal Power Commission approval 
is sought, will be consistent with the public interest. 


By the Commission: Community 
Public Service Company (Commu- 
nity), a corporation organized and ex- 
isting under the laws of the state of 
Delaware, having its principal busi- 
ness office at Fort Worth, Texas, and 
Louisiana Power & Light Company 
(Louisiana), a corporation organized 
and existing under the laws of the 
state of Florida, having its principal 
business office at New Orleans, Lou- 
isiana, on November 2, 1949, filed a 
joint application pursuant to § 203 of 
the Federal Power Act, 16 USCA 
§ 824b (Act), for an order authoriz- 
ing the disposition by Community of 
all of its electric facilities and prop- 
erty located in the towns of Arcadia 
and Ringgold and in the parishes of 
Bienville, Claiborne, Lincoln, and Red 
River, Louisiana, and for an order au- 
thorizing Louisiana to merge its fa- 
cilities with those of Community, or in 
the alternative, to dismiss the appli- 
cation for lack of jurisdiction. 

Community proposes to dispose of 
all of its electric facilities, and water 
properties located in the towns of Ar- 
cadia and Ringgold and in the parishes 
of Bienville, Claiborne, Lincoln, and 
Red River, Louisiana, to Louisiana, 
and Louisiana proposes to acquire the 
same at a cash consideration of $475,- 
000, subject to adjustment for mate- 
rials and supplies and net property 
additions made between September 26, 
1949, and the closing date of the 
transaction pursuant to an agreement 


¥ 


dated September 26, 1949 (a copy of 
which is set forth as Exhibit L to the 
application). The original cost of the 
electric facilities less depreciation is 
$250,745.61. 

The merger of the electric facilities 
will result in an acquisition adjust- 
ment in an amount corresponding to 
the difference between the depreciated 
original cost of the electric facilities 
and the portion of the purchase price 
properly allocable to such facilities, 
classifiable in Account 100.5, Elec- 
tric Plant Acquisition Adjustments, 
which Louisiana proposes to dispose 
of by amortization over the remainder 
of the period which it is presently 
amortizing its other acquisition ad- 
justments resulting from its original 
reclassification of electric plant. 

The application states that Louisi- 
ana, immediately upon acquisition of 
the electric facilities, will put into ef- 
fect its standard electric rate sched- 
ules which will result in a savings to 
the present electric customers of Com- 
munity of approximately 25 per cent. 

By order dated October 7, 1949, 
the Louisiana Public Service Commis- 
sion approved the proposed disposition 
of the electric properties by Commu- 
nity and the proposed acquisition by 
Louisiana. 

On November 21, 1949, a petition 
of protest and intervention was filed 
by Honorable R. L. Williams, mayor 
of the town of Arcadia, Louisiana, al- 
leging, in substance, that the disposi- 
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tion of the facilities to the town of 
Arcadia would be more in the public 
interest than the proposed transaction 
described in the application before the 
Commission. On November 28, 1949, 
Community and Louisiana filed their 
answer to the petition of protest and 
intervention, stating that in view of 
Pacific Power & Light Co. v. Federal 
Power Commission (1940) 34 PUR 
NS 153, 111 F2d 1014, and South 
Carolina Pub. Service Authority v. 
Federal Power Commission (1948) 
78 PUR NS 406, 170 F2d 948, the 
protest and petition to intervene are 
irrelevant and that the town of Arca- 
dia gives no single valid reason why 
the proposed transaction is not in the 
public interest. 

Written notice of the application has 
been duly given to the Louisiana Pub- 
lic Service Commission, the Public 
Service Commission of Texas, the 
Public Service Commission of New 
Mexico and the Railroad Commission 
of Texas, and to the governor of each 
of those states. Notice was also pub- 
lished in the Federal Register on No- 
vember 9, 1949 (14 FR 6778), stat- 
ing that any person desiring to be 
heard or to make any protest with ref- 
erence to the application, should file 
a petition or protest on or before No- 
vember 22, 1949. No protest or peti- 
tion or request to be heard other than 
that received from the mayor of the 
town of Arcadia, Louisiana, referred 
to above, in opposition to the granting 
of such application has been received. 
The Commission finds : 

(1) Community, a corporation, is a 
public utility within the meaning of 
§ 203 of the Federal Power Act sub- 
ject to the jurisdiction of the Com- 
mission as heretofore described and 
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set out in the Commission’s order 
dated November 10, 1944, in Re Com- 
munity Pub. Service Co. Docket No. 
IT-5921, 4 FPC 771. 

(2) Louisiana, a corporation, is a 
public utility within the meaning of 
§ 203 of the Federal Power Act sub- 
ject to the jurisdiction of the Com- 
mission as heretofore described and 
set out in the Commission’s order 
dated March 30, 1944, in Re Louisi- 
ana Power & Light Co. Docket No. 
IT-5885, 4 FPC 559. 

(3) By the proposed sale of electric 
facilities Community will sell and dis- 
pose of facilities subject to the juris- 
diction of the Commission within the 
meaning of § 203 of the Federal Pow- 
er Act. 

(4) By the proposed acquisition of 
electric facilities Louisiana will merge 
its facilities subject to the jurisdiction 
of the Commission with those of Com- 
munity, and such merger is subject to 
the requirements of § 203 of the Fed- 
eral Power Act. 

(5) The proposed sale and merger 
of electric facilities will result in the 
rendering of improved service and a 
reduction in rates to consumers and 
will be consistent with the public in- 
terest. 

(6) The protest and petition to in- 
tervene filed by the mayor of Arcadia, 
Louisiana, does not deny that the pro- 
posed transaction is in the public in- 
terest but alleges that the sale or dis- 
position to the town would be more in 
the public interest than the proposed 
sale to Louisiana. The petition to in- 
tervene merely requests that the town 
be afforded an opportunity to present 
evidence of a financial and engineering 
nature that would support the allega- 
tion that the sale to the town would 
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be more favorable than the one pro- 
posed in the application. In view of 
South Carolina Pub. Service Author- 
ity v. Federal Power Commission 
(1948) 78 PURNS 406, 170 F2d 
948, certiorari denied (1949) 336 US 
953, 93 L ed 1108, 69 S Ct 881, and 
Pacific Power & Light Co. v. Federal 
Power Commission (1940) 34 PUR 
NS 153, 111 F2d 1014, such allega- 
tions regarding a possible alternative 
transaction and allegedly better trans- 
action are irrelevant to the determina- 
tion of whether or not the transaction 
for which approval is sought in the 
application now before the Commis- 
sion will be consistent with the public 
interest. Accordingly the protest may 


properly be overruled and the petition 
to intervene be dismissed. 
The Commission orders: 

(A) The proposed disposition and 


merger or consolidation of electric fa- 
cilities subject to the jurisdiction of 
the Commission, be and the same 
hereby are authorized and approved 
upon the terms and conditions set 
forth in the application, but subject to 
the provisions of this order. 

(B) The foregoing authorization is 
without prejudice to the authority of 
this Commission or any other regula- 
tory body with respect to rates, serv- 
ice, accounts, valuations, estimates or 


determinations of cost, or any other 
matter whatsoever which may come 
before this Commission or any other 
regulatory body, and nothing in this 
order shall be construed as an acqui- 
escence by this Commission in any 
estimate or determination of cost, or 
any valuation of property claimed or 
asserted. 

(C) This authorization shall ex- 
pire unless acted upon within ninety 
days from the date of this order. 

(D) Louisiana shall record the 
electric facilities and properties ac- 
quired from Community as provided 
in the Commission’s Uniform System 
of Accounts Prescribed for Public 
Utilities and Licensees, and shall dis- 
pose of the amount properly classi- 
fiable in Account 100.5, Electric Plant 
Acquisition Adjustments, by amorti- 
zation over the remainder of the pe- 
riod in which Louisiana is amortizing 
its other acquisition adjustments by 
charges to Account 537, Miscellaneous 
Amortization. 

(E) The request for dismissal of 
the application for want of jurisdic- 
tion be and the same hereby is de- 
nied. 

(F) The petition to intervene filed 
by the mayor of the town of Arcadia, 
Louisiana, be and the same hereby is 
dismissed. 
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Industrial Progress 


A digest of information on new construction by pri- 
vately managed utilities; similar information relating 4 
to government owned utilities; news concerning prod- enne 


Fat 


ucts, supplies and services offered by manufacturers; 


also notices of changes in personnel. 


$10,000,000 Program Proposed 
By Manufacturers Lt. & Ht. 


orE than ten million dollars is allocated 

by The Manufacturers Light and Heat 
Company and associated companies in the 
Pittsburgh Group of The Columbia Gas Sys- 
tem, Inc., for gas service maintenance and im- 
provement projects during 1950, 

In announcing the tentative construction 
budget for this year, Irving K. Peck, vice 
president and general manager said the 1950 
budget is the first, normal peacetime appro- 
priation in ten years. 

The 1950 budget calls for the investment to 
be spread over the six states where a natural 
gas service is supplied to more than 408,000 
customers in over 700 communities. 

The budget also includes funds for new well 
drilling, improvement in underground storage 
reservoirs, expansion of short wave radio 
sending and receiving stations, increased 
horsepower at compressing stations, and mod- 
ernization of several local business offices, 


Geo. A. Hughes Award Made 


To Six Electric Companies 
T= national George A. Hughes awards 
for 1949 were presented recently to six 
electric companies that conducted outstanding 
educational and promotional activities to ad- 
vance electrical living last year. The presenta- 
tion took place at the sixteenth annual sales 
conference of the Edison Electric Institute. 
Offered each year by Hotpoint, Inc., the 
awards are sponsored by the EEI. Prizes were 
presented to winners in five classifications of 
promotional activity : Class I, electric kitchen; 
Class II, domestic electric range; Class III, 
electric water heater; Class IV, electric dish- 


washer; Class V, commercial electric cooking. 

Class I winners were Pennsylvania Power 
& Light Co., first prize, and Gulf States Utili- 
ties Co., second prize. The West Penn Power 
Co., and the Kentucky & West Virginia Power 
Co. were first and second prize winners, re- 
spectively, for domestic range activities. Class 
III prizes were won by West Penn Power Co., 
and The Detroit Edison Co. First prize winner 
in Class IV was Pennsylvania Power & Light 
Co. In Class V, the Toledo Edison Co. took 
first prize, while second prize went to Penn- 
sylvania Power & Light Co. 


Bookkeeping Desk for Utilities 
Described in Booklet 


NEW combination bookkeeping desk and 

fire-resistive safe—designed especially for 
the needs of public utilities—is described in 
detail in a booklet just issued by Remington 
Rand Inc. 

The unit, called the Multi-Plan Bookkeeping 
Safe Desk, combines the spacesaving features 
of an ordinary working desk with ample hous- 
ings for ledgers, cashiers’ coupons, meter books 
and controls, and is certified to protect its con- 
tents for at least one hour’s exposure to intense 
heat and flames, according to the booklet. 

Identified as SC 661, the booklet may be 
obtained from any Remington Rand Branch 
Office, or by writing to the home office at 315 
Fourth avenue, New York 10, N. Y. 


New Gas Storage Experiment 


Or of the new technological developments 
in the gas industry was unveiled in 
Warren, Pa., recently when public utility engi- 
neers and executives inspected a pilot plant 











GRUENDLER CRAFTSMANSHIP SERVING INDUSTRY 66 YEARS 


Check your Coal Costs the scientific way 


The GRUENDLER COAL SAMPLE CRUSHER 


Enables you to determine the Actual Heat Units in any car of Coal 
The Coal or Coke fed into a Gruendler Coal Sampling Crusher is uniformly crushed 


and thoroughly mixed in one operation, assuring accurate 


Sampling 


aralysis. 
takes so little time that moisture evaporation is negligible. Machine built with 
or without Rife Splitter and Riffie Buckets. 


Meets U.S. Bureau of Mines Standards 
Illustrated Bulletin No. 22 mailed on request 


GRUENDLER CRUSHER & PULVERIZER CO. 
2915-25 NORTH MARKET ST., DEPT. 2-PUF, ST. LOUIS 6, MO. 
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INDUSTRIAL PROGRESS—( Continued) 





demonstration of using a solid fireproof 
adsorbent material within an above-ground 
container for the storage of natural gas. 

The demonstration was held by the Floridin 
Co. of Warren, who in conjunction with J. F. 
Pritchard & Co., Kansas City, Mo., developed 
the practicability of storing natural gas on 
“Methanite,” a fullers’ earth material. 

According to C. V. Spangler of the Pritchard 
organization, the representatives of gas utility 
and insurance companies, plus several engi- 
neers of other organizations, were given engi- 
neering and visual evidence that the experi- 
mental size plant proved the basic laboratory 
research results which were more than a year 
in development. The new method of storing 
natural gas is said to involve no more than 
ordinary gas plant operating hazards, 

Mr. Spangler reports the pilot plant operation 
proved that the natural gas stored in the granu- 
lar adsorbent at a temperature of —260° F. 
did not flow away as a liquid, but was released 
slowly as a. gas when exposed to the atmos- 
phere. : ’ 

In the pilot plant natural gas was com- 
pressed, cooled, and then pre-treated by adsorb- 
ents for the removal of moisture, gasoline and 
liquefied petroleum gas components. The gas 
was cooled to remove ethane and to condense 
methane. The resulting liquid was then flashed 
to a low pressure for further cooling, after 
which it was introduced into the “Methanite” 
storage container. 

The Pritchard representative reports the new 


above-ground storage method is now ready for 
commercial application. 


Marmon Herrington Purchases 
Ford Motor Coach Rights 


T= manufacturing and sales rights for Ford 
Motor Coaches have been purchased by 
Marmon-Herrington Company, Inc., Indianap- 
olis, Indiana, it was announced recently by 
David M. Klausmeyer, president of the Mar- 
mon-Herrington Company. 

These popular and economical motor coaches, 
thousands of which are now in use both in 
this country and abroad will now be manufac- 
tured and sold as “Marmon-Herrington Motor 
Coaches.” 

This new line of motor coaches will be built 
in the range of 27 to 35 passenger, and is there- 
fore adapted to an entirely different class of 
service from their present Trolley Coaches 
which are of greater capacity and intended for 
heavy city transit lines. 

The Marmon-Herrington Motor Coaches 
will be marketed through the existing nation- 
wide organization of independent dealers who 
have heretofore served as the distribution out- 
let for the Ford Metropolitan Motor Coaches. 

With the acquisition of this new business, 
the Marmon-Herrington Company rounds out 
its line of specialized vehicles now consisting 
of trolley buses, motor coaches, all-wheel-drive 
trucks, all-wheel-drive Ford conversions and 
DeliVr-All light delivery vehicles. 





UNSTRAND|< 


For Guy and Suspension Lines 
—and Other Utility Uses 


Uniform - Strong - Long-Lived - Economical 
Sunstrand Wire Rope is made on the 
=~ most modern wire rope machines in use 
today. All types and sizes are available 
including 1 x 7 construction galvanized 
steel strand made to ASTM specifications. 


Write today for our price list and com- 
plete information on Sunstrand Wire 
Rope for utility uses. 


SUNBURY WIRE ROPE 


MANUFACTURING COMPANY 
880 South Second Street, Sunbury, Pa. 
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And built to keep on delivering cost-cutting perform- 
nce tailored to utility needs for a lifetime of profitable 
rvice. The proof is in the records of utilities and 
unicipalities across the nation who have standard- 
zed on CLEVELANDS. Many-purpose CLEVELANDS are 
ote usable, handling anything from long lines to 
ticky house services among the trees, poles and nar- 
ow clearances of crowded cities. CLEVELANDS move 
quickly on truck or trailer from job to job for new 
heduling economies. To all this add CLEVELANDS 
wilt-in higher capacity and their remarkably low 
perating and maintenance costs and you have 
ORE TRENCH—IN MORE PLACES—AT LESS COST. For 
e full story see your local distributor or write direct. 


HE CLEVELAND TRENCHER CO. 


20100 ST. CLAIR AVENUE e CLEVELAND 17, OHIO 
This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 
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Whe 
Analysts 
Journal 


++ 2 ecsential reading : 


for every well-informed 
Publie Utility Executive 

















Published quarterly, this profes- 
sional journal concerns itself 


with the important financial + 
. oe e 

problems confronting our major pont 

industries. Your organization |e eli 


errors 


should have it available 


fuel 

for ready reference pace 
bills ; 

Subscription Price — $4 per Year 
Published by 
The NEW YORK SOCIETY OF SECURITY ANALYSTS, Inc. 
25 Broad Street, New York 4, N. Y. 
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The IBM Electronic Calculating Punch saves 
you time and expense in handling irregular bills. 
It eliminates manual extensions and resulting 


fuel adjustments, penalties, and total bill 
amounts. And it calculates regular and irregular | 


bills alike, at the amazing rate of 100 a minute. 








INTERNATIONAL BUSINESS MACHINES CORPORATION |! 


errors. It automatically calculates consumption, \--------= 





Faster Billing at Lower Cost 


For complete information on IBM 
Public Utility Accounting, send in 


the coupon today. 








IBM, Dept. C. 

590 Madison Avenue, New York 22, New York 

Please send me the following booklet: 

0 Customers’ Accounting for Electric, Gas, 
and Water Utilities 

0 General Accounting for Electric, Gas, and 
Water Utilities 


Name. 





Company. 





Address 
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MERCOID 


AUTOMATIC CONTROLS 
FOR INDUSTRIAL APPLICATIONS 
REQUIRING POSITIVE CONTROL 
OF PRESSURE, TEMPERATURE, 
iS LIQUID LEVEL ETC. i} 


% SIMPLE TO ADJUST FORTHE ¥®% 
y SPECIFIED OPERATING RANGE % 


MERCOID CONTROLS ARE EQUIPPED 
WITH MERCURY SWITCHES, THEREBY 
INSURING GREATER SAFETY, BETTER 
PERFORMANCE AND LONGER CONTROL LIFE 


a WRITE FOR CATALOG 6005, > 


THE MERCOID CORPORATION 
4201 BELMONT AVE. CHICAGO 41, ILL 


” 


oR eRe oom em oke meme One nomenon enenene none menenele) 
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EXIDE-MANCHEX BATTERIES 


assure positive switchgear operation 


at St. Louis, Prairie Substation of 
Union Electric Company of Missouri 


In this modern substation, the 60-cell DME-11 
Exide-Manchex installation is used for D.C. control 
circuits, including switchgear tripping and closing, 
and emergency lighting. Exide-Manchex Batteries 
were chosen for their well-known dependability, long 
life, low cost maintenance and many outstanding 
features which are equally important to you. They 
include... 


the famous manchester positive plate with its 
exclusive lead button construction. 
slotted plastic separators, impervious to chemical 
and electrical reaction. 
plastic spacers that maintain perfect plate align- 
ment. 
the latest development in molded glass jars. 

@ heavy terminal posts with copper inserts for extra 
conductivity. 


Combined, these Exide-Manchex features assure you 1 - 8 » 

dependable power for positive operation of switch- 

gear...an adequate and uninterrupted supply of DEPENDABLE BATTERIES FOR 62 YEARS 
current for all your stationary storage battery re- 1950 

quirements in central and substation service. 


“Exide” and ““Manchex” Reg. Trade-marks U. S. Pat. Of. 


THE ELECTRIC STORAGE BATTERY COMPANY . Philadelphia 32 
Exide Batteries of Canada, Limited, Toronto 
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ONTROL CORROSION! 


reduce hidden costs... 
above ground and below! | 











Today’s corrosion rate is alarmingly high! Unless you have 
adequate control, your business is incurring unnecessary losses. Either 
directly —due to high maintenance costs and replacement of corroded 
equipment; or indirectly— through losses due to idle equipment, 

loss of product and plant efficiency. 


EBASCO corrosion control consulting services are applicable to: 


1 All buried or submerged metallic structures—oil, water, gas 
* pipelines and cables—both cross country and urban. 


2 Manufacturing, processing and power plants—either on 
* existing facilities or proposed new structures. 


These services include a preliminary survey to determine causes of 

corrosion; recommendations for corrective measures; design 

installation of corrosion control methods; and development of a 
TE Som "7800, permanent corrosion control program. 


EBASCO can help you develop your own corrosion control program. 
AS C a EBASCO specialists not only can help you spot and remedy specific 
corrosion troubles—but can train your own personnel in setting uw 


“Neen cono™ your own corrosion control program—so you can continue to keep down 
these “hidden” costs. 


Aepoteas —., Remember . .. corrosion control is something you can’t afford to put off. 


Budget Call in EBASCO specialists—find out what they can do to help you 
Purchasing 

Sustnees Rates & protect your structures now, and for years to come. 

cumtine Pricing Write for the booklet “The Inside Story of Outside Help” describing the many EBASCO 

Engineering Research cuview LGN. J to you. Ebasco Services Incorporated, Dept. Rector Street, 


Design & Sales & 


Construction 
Financial syowmes EBAS Cc 0) SERVICE s INCORPORATED 


industrial 
Relations Tene New Yore . Cuicaco . Wasuinerton, D. C. 


E Bopediting Traffic Clasce Teamwork gots things done anywhere in the world 
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Can You Be Confident? 


F in conjunction with your next annual meeting— 

or at some contemplated special meeting—pro- 

posals other than routine are to be voted upon—to raise 
debt ceiling—authorize new securities—grant conversion 
privilege for convertible bonds, etc.—can you feel con- 
fident that your stockholders will support management's 
recommendations with adequate votes of approval—on 


time? 


Such an important meeting frequently merits pro- 
vision of special handling—utilizing the services of our 
proxy soliciting organization as a form of insurance that 
the meeting will be successfully held on scheduled date. 


Our record of performance for the utility industry 
is outstanding. We invite your inquiry for additional 
information. 








National or Sectional Coverage 


+ * 


DUDLEY F. KING 


Associates: 
JOHN H. C. TEMPLETON * CHARLES A. NICHOLLS « PHILIP H. CARPENTER * WARREN W. AYRES 


70 PINE STREET, NEW YORK 5, NEW YORK 
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WITHOUT SPECIAL PROTECTION 


This transformer fire did $50,000 damage 
at an electric power station. 


MULSIFYRE NOW ON GUAR) 
TO KILL OIL FIRES FAS 


When an oil fire breaks out in transformers 
protected by a Mulsifyre system, a battery of 
spray projectors puts out the fire... fast. Auto- 
matic, heat-actuated release devices assure quick 
operation. Extinguishment occurs within a few 
seconds after the emulsion-forming spray strikes 
the surface of the burning oil. 


Mulsifyre projectors are approved by Under- 
writers’ Laboratories, Inc. for extinguishing fires 
in flammable oils immiscible with water, wher- 
ever such oil is a fire hazard. There is no con- 
ductivity along the discharge of a Mulsifyre pro- 
jector when the spray strikes conductors carrying 
high voltages. 


Mulsifyre high-velocity projectors produce drops 
large enough and drive them fast enough to pene- 
trate the flames without complete vaporization in 
flight, but limit their velocity so the surface of the 
burning liquid is agitated into an emulsion instead 
of passing through the oil without inguish- 
ing effect. After a period of time, the emulsion 


Transformers at this ele 
tric power station are nov 
safeguarded by a Grin 
nell Mulsifyre installation 
Fast, automatic spray o 
tion is being demonstrate 
here. 


breaks down, oil and water separate, and the oi 
can be reclaimed. 


Mulsifyre systems have proven their effectiveness 
during sixteen years of extinguishing transforme 
fires. Today they protect hundreds of installations 
all over the world. 


For information on Mulsifyre Systems or other 
Grinnell Fire Protection Systems write to: 
Grinnell Company, Inc., Providence, R. I. Offices 
in principal cities. 


GRI ene Malay 


EMULSION—EXTINGUISHMENT OF OIL FIRES 
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PUBLIC UTILITY 
PRINTING SPECIALISTS 


Pandick Press has worked closely with utility companies 


REGISTRATION 
STATEMENTS 


PROSPECTUSES 


for more than a quarter of a century. Our printing 

services to this industry range from highly technica] 

legal documents to beautifully illustrated descriptive 

brochures. ANNUAL REPORTS 
Whatever the nature of your printing requirements, ° 

we believe you will like the assurance of accuracy and INDENTURES 

highest quality that “Service by Pandick” brings you. ‘ 


P. , Pr 22 THAMES ST., NEW YORK 6 
andick OSS, Ire. 71 CLINTON ST., NEWARK, N.J. 


Established 1923 


A QUARTER CENTURY OF SERVICE 

















1 to 30,000 


Distribution of operating company equities to owners of 
utility holding company stocks creates many new prob- 
lems. Instead of a single common stockholder the 
operating company finds itself with many thousands, 
necessitating additional personnel to handle dividends, 
reports and proxies for regular or special meetings. 


Many of these problems can become routine 
with the help of our experienced organization. 


W hy not write today for a copy of our leaflet 
“W hat we ‘ow we do it.” 


GEORGESON & CO. 
Specialists in Stockholder Relations 
52 Wall Street, New York 5, N. Y. 
Telephone HAnover 2-1470 
Boston - Philadelphia - Chicago - Los Angeles - San Francisco 
Representatives in all Principal Cities 
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© This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals, 
valuations, special reports, investigations, financing, design, and construction. » » 
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Tue American Arprpraisat Company 
ORIGINAL COST STUDIES « VALUATIONS « REPORTS 





for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
aad other principal cities 














DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


DESIGN, CONSTRUCTION, INVESTIGATIONS, REPORTS, APPRAISALS AND MANAGEMENT 














ELECTRICAL TESTING LABORATORIES, INC. 
Electrical and General Testing — Inspections — Research — Certification 


2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 














Ford, Bacon & Davis 
‘Maroure Engineers °onsvesns" 


NEW YORK @ PHILADELPHIA © CHICAGO @ LOS ANGELES 














GIBBS & HILL Ino. 
ENGINEERS-DESIGNERS-CONSTRUCTORS 
NEW YORE LOS ANGELES 
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GILBERT ASSOCIATES, Inc. 





ENGINEERS POWER ENGINEERING SINCE 1906 SPECIALISTS 
Steam, Electric, Gas Purchasi 

Hydraulic, Sanitation Serving Utilities and Industrials ‘ 

Designs and Construction Personnel Relations 
Inspections and Surveys Reading © New York © Houston Original Cost Accounting 
Feed Water Treatment Philadelphia @ Washington Accident Prevention 














—— HENKELS & McCOY —— 


Electric & Telephone Line Construction Company 
TRANSMISSION DISTRIBUTION ¢ re) N T RA ¢ » 4 ORS RIGHT OF WAYS 
OVERHEAD UNDERGROUND CHEMICAL CONTROL 
CONSTRUCTION MAINTENANCB PHILADELPHIA TREE TRIMMING 
BALL FIELD LIGHTING Wilmington, Del. * Portland, Me. * Altoona, Pa. GAS AND OFL LINES 
NOW WORKING IN FOURTEEN STATES 
































HOOSIER ENGINEERING COMPANY - 


Erectors of Transmission Lines 
1384 HOLLY AVENUE . COLUMBUS, OHIO 














Then ulji tan Coyoralion 


ee ena CONSTRUCTORS 
1200 NORTH BROAD STREET PHILADELPHIA y | PA 





PE ALISTS IN UTILITY HEM AL, AND INI 


etersburg, Fla. ¢ Rome « Calcutta « 





WILLIAM 8S. LEFFLER 
Engineers Associated 
Management Consultants 
Cost Analyses for Rate Revisions Regulatory and Municipal Problems 
Rate and Sales Research for Increased Operating Income 
NOROTON CONNECTICUT 








LOEB AND EAMES 
Public Utility Engineers and Operators 
Ice and Refrigeration 
Valuations, investigation reports, design and supervision of construction 
57 WILLIAM STREET NEW YORK 


(Professional Directory Continued on Next Page) 
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N. A. LOUGEE & COMPANY 


(SUCCESSORS TO J. H. MANNING & COMPANY) 


REPORTS — APPRAISALS — DEPRECIATION STUDIES 
RATE CASES — BUSINESS AND ECONOMIC STUDIES 


120 Broadway New York 








CHAS. T. MAIN, INC. 
Power Surveys—Investigations—V aluations—Re ports 
Steam, Hydro Electric and Diesel Plants 
80 FEDERAL STREET ==. BOSTON 10, MASS. 








Pioneer ours SEnqincoring Co. 


CONSULTING, DESIGNING AND 


OPERATING ENGINEERS 
PURCHASING 


SPECIALISTS IN 
ACCOUNTING, FINANCING, RATES, 
INSURANCE AND DEPRECIATION 





231 SOUTH LA SALLE STREET. CHICAGO 4, ILLINOIS 








ane met 
CONSTRUCTORS 


SANDERSON & PORTER Sap 








Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Usilities—Industrials 
Studies—Reports—Design—Supervision 
Chicago 3, Ill. 











The J. G. WHITE ENGINEERING CORPORATION 
Design—Construction—Reports——A ppraisals 


Consulting Engineering 
80 BROAD STREET NEW YORK 4, N. Y. 
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ALBRIGHT & FRIEL, INC. 
FRANCIS S. FRIEL 
Consulting Engineers 
Water, Sewage and Industrial Waste Problems 
Alrfeld: L— 4 foclacraters, tadustrial A. 
City inning, Reports, Valuations, Laborat 
121 SOUTH BROAD STREET meolpeoqrandl 7 


JENSEN, BOWEN & FARRELL 


Engineers 


Ann Arbor, Michigan 
A eens -¥ Ra ations - Reports 
” manection with ag 
rate a. “Oe reciation, fixed y= ey 
reclassification, original cost, security issues 








BLACK & VEATCH 


CONSULTING ENGINEERS 
Appraisals, investigations and re- 
ports, desi and supervision of con- 
struction of Public Utility Properties 


4706 BROADWAY 


KANSAS CITY, MO. 


LUCAS & LUICK 
ENGINEERS 
DESIGN CONSTRUCTION SUPERVISION 
OPERATION AGEMENT, APPRAISALS, 
INVESTIGATIONS: REPORTS, RATES 


231 S. LaSauie St., Cxicaco 








EARL L. CARTER 


Consulting Engineer 
REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 

Public Utility Valuations, Reports and 
Original Cost Studies. 


910 Electric Building 











Indianapolis, Ind. 


A. S. SCHULMAN ELEctric Co. 
Contractors 
TRANSMISSION LINES—UNDERGROUND DisTRI- 
BUTION — Power STATION — INDUSTRIAL — 
COMMERCIAL INSTALLATIONS 


537 SoutH Dearsorn St. Cricaco 








ENGINEERS 
HARRISBURG, PENNSYLVANIA 


Renorte._A 
Meports- 


Original Cost and Depreciation Studies 
Rate Analyses—insurance Surveys 





GANNETT FLEMING CORDDRY AND CARPENTER, INC. 





SLOAN, COOK & LOWE 


CONSULTING ENGINEERS 
120 SOUTH LA SALLE STREET 
CHICAGO 
Appraisals — Reports 
Operating — Financial — Plant 








W. C. GILMAN & COMPANY 
Consulting Engineers 
Load and Capacity Studies — Rate Cases 
Financial Planning 
Investigations — Reports — Supervision 


55 Liberty Street New York & 





United States Testing Company, Inc. 


alelele) 4-1: Pae 


r*l 

















JACKSON & MORELAND 


ENGINEERS AND CONSULTANTS 





DESIGN AND SUPERVISION OF CONSTRUCTION 
REPORTS—EXAMINATIONS—APPRAISALS 
MACHINE DESIGN—TECHNICAL PUBLICATIONS 


BOSTON 


NEW YORK 











WESTCOTT & MAPES 


Incorporated 
ARCHITECTS ENGINEERS 
VALUATIONS — STUDIES — REPORTS — 
DESIGN — SUPERVISION 
UTILITIES — INDUSTRIAL PLANTS 
INSTITUTIONS — SCHOOLS — PUBLIC WORKS 
NEW HAVEN CONNECTICUT 
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INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 
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*Babcock & Wilcox pa The 
*Bankers Trust Company .. 

Barber Gas Burner ompany, The . 
*Bituminous Coal Institut 

Black & ——, Consulting Engineers 
*Blyth & Co., Inc. . 


Carter, Earl L., Consulti 
Cleveland Trencher a 
*Cochra 


Day & Samermem, Inc., E 
Dodge Division of Chrysier — Sdeocesccees 


Seance Sprieee. a + 
lectric Storage Battery Company, The 
Electrical Testing Laboratories, Inc. ............ 


*First Boston Corporation, Th 
Ford, Bacon & Davis, Inc., Engineers 
Foster Wheeler Corporation 


Fleming Corddry and Capoten, Inc. ... 
Electric Company ... 
& Com 
Truck and 
& Hill, Inc. 
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Henkels & Mc’ 
Hoosier Ret 


International Business Machines Corporation 
International Harvester Company, Inc. 
Inside Back ie 


J 


Jackson & Moreland, E ceccesecece 
Jensen, Bowen & Forel "Enphanors 


*Kidder, Peabody & oe, 
King, Dudley B.. cocccccscoccccccscee 
*Kinnear Manufacturi 


Kuljian Corporation, 


*Leece-Neville Compan, The 
Leffer, William S., Engineers 
ob end day 
sie & Comp 


*National Association of Railroad and Utilities 
Commissioners 


New York Society of Security Analysts, ine. x 


N Shipbuilding & Dock C 
Newport News pbuilding ~ = 


Pandick Press, Inc 
Pioneer Service & Engineering Company 


Recording Lee Corp. 
Remington R Inc. 
Robertson, H. "".. Company 


nt & BL Engineers 
Schulman, A. S., Electric Co., Contractors 
Sloan, Cook & Lowe, Consulting Engineers 
Spin ~~ t,t Company, Inc. 
ler 
Wire Rope Mfg. 


Union Securities Corporation 
United States Testing Co., Inc 


Westcott & Mapes, ! ace 
White, J. G., eiscoriae Corporation, 
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the New INTERNATIONAL TD-24 
Contractors are not the only ones who hail = you want the easiest. And the power is there 
the International TD-24 as the “Champion when you want it.” 
of Crawlers.” In competitive tests on coal Superintendent R. S. Causen, who esti- 
stockpiles, as well as in daily use by coal mates the TD-24’s operating cost for fuel 
handlers and public utilities, this tractor and lubrication at less than 48¢ an hour, has 
continues to earn its championship title. | good reason to say, “The TD-24 is doing a 
The big TD-24 shown above works two —_ good job for us in all respects.” 
shifts a day—16 out of every 24 hours— Ask your International Industrial Power 
stockpiling coal and feeding it to chutes of | Distributor to give you a demonstration of 
the Atkinson plant of Georgia Power Co., the TD-24’s championship performance. 
Atlanta. No other crawler can match it in power, 
“I'd rather operate the TD-24 than any speed, maneuverability or ease of operation. 
other,” says operator F. M. Rutedge. “It’s No other can approach it in work capacity. 
easier on a man. In every respect it’s the “Champion of 


When you operate Crawlers.’’ Get yours ordered now—and 
tractors for a living, have plenty of power when you want it. 









INTERNATIONAL HARVESTER COMPANY © Chicago 
“wweee Suaaniens INTERNAT IONAL 
WHEEL TRACTORS 
"power UNITS NDUSTRIAL POWER 
POWER UNITS 5 D Ss 


_— 
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